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REPORT OF THE AUDITOR GENERAL 
TO THE HOUSE OF COMMONS 
FOR THE FISCAL YEAR ENDED MARCH 31, 1973 


I 


INTRODUCTION 


1 The functions and responsibilities of the Auditor General of Canada are 
m@utlined in Part VII of the Financial Administration Act, R.S., c. F-10. 


(es Section 61 of the Act requires that the Auditor General report annually 

to the House of Commons and that the Report of the Auditor General be laid before the 
House of Commons by the Minister of Finance on or before December 31, or, if Parliament 
is then not in session, within fifteen days after the commencement of the next ensuing 
session. 


In accordance with this requirement, my Report is presented herewith. 


oh Section 60 of the Financial Administration Act reads as follows: 


: The Auditor General shall examine and certify in accordance 
with the outcome of his examinations the several statements 
required by section 55 to be included in the Public Accounts, 
and any other statement that the Minister may present 
for audit certificate. 


Part II of this Report comprises the following financial statements of Canada 
Dr ae fiscal year ended March 31, 1973, which have been prepared by the Receiver 
General for Canada in accordance with the provisions of section 55 of the Act and which 
appear in Volume I of the Public Accounts of Canada: 
Statement of Expenditure and Revenue (with comparative figures for the preceding 
fiscal year) 


Summary of Appropriations, Expenditures and Unexpended Balances by Departments 
Summary of Revenue by Main Classification and Departments 


Statement of Assets and Liabilities (with comparative figures as at March 31, 
1972) 


These statements have been examined and certified by me as required by section 60 
of the Financial Administration Act, subject to my comments in Part III of this Report 
relating to the financial statements of Canada. 


Also included in Part II of this Report is a statement of the Exchange Fund Account 
showing the assets and liabilities as at December 31, 1972, together with my certificate 
to Parliament, in accordance with section 18 of the Currency and Exchange Act, R.S., 
etd Oe), 


4, The financial statements of the various Crown corporations, together 
with the related audit reports, are published in Volume III of the Public Accounts. 
Comments on the financial statements and operations of Crown corporations and other 
agencies and organizations comprise Part IV of this Report. 


5. Section 61(1) of the Financial Administration Act reads as follows: 


The Auditor General shall report annually to the House 
of Commons the results of his examinations and shall 
call attention to every case in which he has observed 
that 


(a) any officer or employee has wilfully or negligently 
omitted to collect or receive any money belonging 
to Canada, 


(b) any public money was not duly accounted for and 
paid into the Consolidated Revenue Fund, 


(c) any appropriation was exceeded or was applied 
to a purpose or in a manner not authorized by Parliament, 


(d) an expenditure was not authorized or was not properly 
vouched or certified, 


(e) there has been a deficiency or loss through the 
fraud, default or mistake of any person, or 


(f) a special warrant authorized the payment of any 
money, 


and to any other case that the Auditor General considers should be brought 
to the notice of the House of Commons. 


Part V of this Report comprises matters brought to attention in accordance 
with items (a) to (f) inclusive. Part VI consists of other cases that I consider should 
be brought to the notice of the House of Commons. 


Standing Committee on Public Accounts 


6. The Auditor General's 1972 Report was submitted to the House of Commons 
on May 23, 1973, during the First Session of the Twenty-ninth Parliament and the 
Committee commenced its examination thereof on June 12, 1973. From that date until 
July 17, 1973 the Committee held nine meetings during which it gave consideration 
to Appendix I of the Report comprising 40 "Recommendations and Observations by 
the Standing Committee on Public Accounts not yet implemented or dealt with" and 
to four of the comments in the Report relating to the Department of Public Works. 

The Committee reported to the House on these deliberations on November 19, 1973, 
in its First Report 1973. 


Of the 40 recommendations and observations by the Public Accounts Committee 
which at March 31, 1972, were awaiting implementation by the Executive or further 
consideration by the Committee, the following three have been implemented: 


Third Report 1970-71 
Canadian Broadcasting Corporation - Hotel accommodation rates 


Fifth Report 1970-71 
Federal-provincial shared-cost programs 


Sixth Report 1970-71 
Lease renewals 


In the course of its further consideration of these recommendations in June 
and July 1973, the following three recommendations were withdrawn by the Committee: 


Fourth Report 1963 
Second class mail 


Eleventh Report 1966-67 
Central Mortgage and Housing Corporation - Report of the auditors 


Third Report 1972 
Failure of a Crown corporation to deduct and remit employees' taxes 
and to pay other contributions to the United States Government 


The Committee has made no additional recommendations to the House. 


Thus, 34 recommendations have not been implemented or otherwise dealt 
with. These are listed in Appendix I of this Report. 


Scope of audit 


te Examinations of the departmental accounts for the year ended March 
31, 1973, were made in accordance with section 58 of the Financial Administration 
Act which reads: 


The Auditor General shall examine in such manner as he may 
deem necessary the accounts relating to the Consolidated 
Revenue Fund and to public property, and shall ascertain 
whether in his opinion 


(a) the accounts have been faithfully and properly kept; 


(b) all public money has been fully accounted for, and 
the rules and procedures applied are sufficient to secure 
an effective check on the assessment, collection and 
proper allocation of the revenue; 


(c) money has been expended for the purposes for which 
it was appropriated by Parliament and the expenditures 
have been made as authorized; and 


(d) essential records are maintained and the rules and 
procedures applied are sufficient to safeguard and 
control public property. 


These examinations covered all departments, Crown corporations and 
other agencies of the Government of Canada, except those corporations and other 
instrumentalities whose accounts are subject to examination by other auditors. 
Members of the staff of the Audit Office were given full access to all vouchers, 
records and files of the various departments, Crown corporations and other agencies. 
In addition, they were provided with all supplementary information and explanations 
required. I should like to express my appreciation and that of my associates in 
the Audit Office for the co-operation extended to us by departmental officers and 
by administrative and accounting officers of Crown corporations and other agencies. 


The Audit Office seeks to carry out its work, embracing both the legislative 
audit or audit of authority and the financial audit, in conformity with generally 
accepted auditing standards. Verification is limited to such tests of accounting 
records and other supporting evidence as are considered necessary in the 
circumstances. 


The magnitude and complexity of the financial operations under audit 
review necessitate that considerable reliance be placed upon the soundness and 
effectiveness of accounting procedures and upon the adequacy of internal control 
and other measures designed to safeguard the assets and ensure the propriety 
of the transactions. 


Accordingly, when test examinations reveal weaknesses in procedures 
or in internal control measures, I consider it part of my responsibilities to direct 
such matters promptly to the attention of the responsible officials, with the object 
of causing corrective action to be taken as quickly as possible. While I shall report 
to the House of Commons on such matters as required by section 61 of the Financial 
Administration Act, I intend to report also on the action taken to remedy detected 
weaknesses. I further intend to have the revised procedure monitored for an appropri- 
ate period to ensure that the remedial action is, in fact, achieving the desired results. 


The Annual Report of the Auditor General 


8. For all but eight days of the fiscal year ended March 31, 1973, the 
work of the Audit Office was carried on under the direction of my predecessor, 
Mr. A. Maxwell Henderson, O.B.E., F.C.A., to whom further reference is made 
in the concluding section of this, my first Report as Auditor General. From the 
date of his retirement, March 23, 1973, until my appointment became effective on 
July 1, 1973, the work of the Audit Office was under the direction of the Assistant 
Auditor General, Mr. George R. Long, C.A., who served as Acting Auditor General 
during this period. 


Thus, while virtually all the audit work and some of the preparatory work 
for the 1973 Report has been under the direction of my predecessors, I have become 
deeply involved in matters relating to the certification of the financial statements 
of Canada and in the preparation of this Report for the fiscal year ended March 
31, 1973. An explanation of the reasons for the modified format and content of 
the Report is in order. 


The Report of the Auditor General for 1972 refers to the substantial growth 
which had occurred in several areas during the preceding 13 years. Government 
expenditure has increased from $5.7 billion in the fiscal year 1959-60 to $16. 1 billion 
in the fiscal year 1972-73. The establishment of the Office of the Auditor General 
increased from 142 in 1959-60 to 302 in 1972-73 with a forecast requirement of 353 
for 1973-74. 


The major report-writing task resulting from the expansion of a 30-page 
document in 1959 to a 398-page volume for 1972 was also mentioned. In his Report 
last year, the Auditor General referred to his 1970 Report having been submitted 
to the House of Commons on June 4, 1971, and his 1971 Report on May 24, 1972. 
The 1972 Report was tabled in the House of Commons on May 23, 1973. 


The Financial Administration Act requires the Report of the Auditor General 
to be laid before the House of Commons by the Minister of Finance on or before December 
31 (or, if Parliament is then not in session, within fifteen days after the commencement 
of the ensuing session). The difficulties encountered in meeting this requirement 
have been attributed in previous Reports to the inability to obtain adequate staff 
of appropriate calibre. 


While fully appreciating the difficulties which have delayed presentation 
of the Report in recent years, I felt it was imperative that a determined effort be made 
to rectify the situation. My main objective was to ensure that Members of the House 
of Commons, and especially Members of the Public Accounts Committee, should have 
at their disposal for information and use the Report of the Auditor General as soon 
as possible after the Public Accounts of Canada had been tabled and, in any event, 
within the time limit prescribed by law. A secondary but also important consideration 
concerned the benefits to be derived in scheduling the audit work of the Office if 
production of the Report could be restored to its proper time phase and sequence. 


Early in July, I met with the Assistant Auditor General and the nine Audit 
Directors to obtain their suggestions as to ways whereby the Report could be completed 
on time without in any way diluting the quality of its content or eliminating essential 
information. All concerned agreed that a concerted effort toward this objective should 
be launched immediately beginning with the 1973 Report. 


Following several weeks of intensive study, these senior audit officers and 
I arrived at a consensus on five key steps. They are: 


16 Except for the financial statements of Canada certified by the Auditor General, 
information heretofore contained in the Report which is (a) essentially similar 
to information set out in the Public Accounts of Canada, the annual reports 
of Crown corporations and other agencies of Government, or (b) available 
in other published sources, should be deleted from the Report, at least for 
the present. 


Zs Detailed comments included in previous Reports need not be reported in the 
current Report unless circumstances have changed materially or the matter 
is of sufficient significance to warrant an exception to this general guideline. 
This procedure, followed by a former Auditor General, will not, of course, 
apply to notes or comments of a statutory nature relating directly to transactions 


or accounts for the current fiscal year. In this connection it was considered 
important that carefully constructed monitoring procedures be introduced to 
ensure that matters once reported upon are not lost sight of either by the Public 
Accounts Committee or by the Audit Office until decisive action has been taken. 


B; If this program succeeds in achieving its objective, it will obviate the substantial 
amount of work heretofore required to update the Report in line with changes 
occurring after the end of the fiscal year. 


4, Lines of communication with departments and other government organizations 
subject to audit would be strengthened so that the Audit Office may cause 
corrective action to be taken promptly with respect to any detected weaknesses 
in procedures or internal control. The intention here is to remedy and thereby 
reduce the incidence of unsatisfactory conditions which require action by the 
Public Accounts Committee and the House of Commons. 


Ds Without sacrifice of accuracy or essential cross-checking, it was decided to 
adopt new, simplified internal procedures for the preparation and physical 
production of the Report itself and to produce it in the two official languages 
within the same cover. 


Adoption of this five-point program will in no way be permitted to impair or 
hamper the full and effective discharge of the Auditor General's responsibilities to 
Parliament. On the contrary, completion of the Report within the prescribed time limit 
will enable our professional resources to be employed more effectively in that audit 
programs will be carried out on a more timely basis. 


Our entire professional staff is fully aware of our responsibility to detect and 
report upon anything that threatens to weaken or impair parliamentary control over 
expenditure. Similarly, we must continue to recognize the vital importance of full 
disclosure to Parliament through all appropriate channels, including this Report, of 
all significant matters relating to the financial transactions and results, and the financial 
position of Canada. 


It is emphasized that omission from this Report of a matter previously reported 
upon does not necessarily mean that the situation has been cleared up; as stated earlier, 
we shall continue to monitor such situations until they have been satisfactorily resolved. 


Organization of the Office 


25 The 1972 Report referred to a directive by Parliament to the Public Accounts 
Committee to prepare a draft bill "concerning the office, functions and powers of the 
Auditor General", in connection with which it was stated: 


If, as and when this new legislation becomes law, changes must be made in 
the internal organization of the Office to enable it to handle its heavy workload 
more efficiently in the days ahead, particularly to enable the Report of the 
Auditor General to be completed and submitted to the House within the time 
called for by the statute. Its senior officers must be freer to concentrate on 
auditing research, staff training and the development of modern techniques 

in new areas such as electronic data processing. 


Faced with the retirement of several senior officers, including the Assistant 
Auditor General, Mr. Long, on or before the end of the 1973 calendar year, it became 
apparent to me shortly after I assumed my responsibilities on July 1 that a reorganization 
of the Audit Office should not await the introduction of new legislation and must, in 
fact, be undertaken without delay. In this connection, an action of my predecessor, 
Mr. Henderson, has proven to be extremely helpful. In 1971, he commissioned a study 
of the organization of the Office to be undertaken by a firm of chartered accountants. | 
For a variety of reasons, including some cited in the Auditor General's 1972 Report, 
it was considered untimely in 1971 to undertake a reorganization of the Audit Office | 
along the lines recommended by the consultants. 


Having received assurances from the accounting firm concerned that their 
principal recommendations were still valid at the time I took office, I arranged for the 
report to be considered in detail by the Assistant Auditor General and the nine Audit 
Directors of the Office. In mid-August, at a meeting attended by these senior officers, 
it was decided to adopt the principal recommendations which, in effect, call for the 
introduction of a more horizontal organizational structure (common to many professional 
organizations) and for increased emphasis on professional practices and standards, 
including computer auditing. 


The services of a partner of the accounting firm concerned, who is also a 
past-president of the Quebec Institute of Chartered Accountants, have been retained 
on a part-time basis since mid-August to assist in the implementation of the organizational 
recommendations and to act in an advisory capacity with regard to modifications in 
procedures, format and content adopted for the 1973 Report. This arrangement has 
proven helpful in the attainment of our objectives. The new organizational plan, involving 
a significant realignment in structure and audit responsibilities, is planned for implemen- 
tation early in 1974. 


Independent Review Committee 


10. During the past quarter century, the involvement of Government in the 
lives of Canadian citizens and the magnitude of both taxation and Government spending 
have grown enormously. During this same period, the advent of the computer has 
changed forever the processing of financial and other business data, the type and quality 
of management information systems and, last but not least - particularly from the viewpoint 
of the Auditor General - the techniques of auditing. 


When a new Auditor General assumes office, it is both timely and important 
to ensure that his terms of reference, the nature and application of professional resources 
at his disposal, his reporting and other relationships, and the scope of his work be 
such as to enable him to discharge his responsibilities effectively and with the necessary 
degree of independence. So far as can be ascertained, no independent, comprehensive 
review of the Office of the Auditor General of Canada has ever been undertaken, and 
it therefore seemed appropriate for me to initiate such an action. 


Following consultation with the Chairman and Vice-Chairman of the Public 
Accounts Committee, and with the requisite spending authority, I have appointed 
an independent committee to review the function of the Auditor General, with the 
definite undertaking that its full report will be made public when completed. The 
terms of reference of this committee are: 


The Review Committee shall inquire into and report upon what should 
be the responsibilities, relationships with Government departments and agencies, 
and reporting procedures of the Office of the Auditor General of Canada and 
what should be the statutory and other requirements to ensure that he can 
meet such responsibilities with the necessary degree of independence. The 
inquiry is to include a review of: 


a the responsibilities of the Office in relation to current conditions and 
requirements, taking into account the manner in which comparable 
functions are discharged in other countries having similar governmental 
institutions; 


2 the scope of audit examinations conducted under the statutory requirements 
of the Financial Administration Act and other Acts, and the types of 
other inquiries relative to the financial affairs of Canada which may 
be performed on request; 


= relationship between the Office and 


the Public Accounts Committee, 

the Minister of Finance, 

the Treasury Board, 

the Public Service Commission, 

audit groups within government departments and agencies, 
government departments and Crown corporations audited by the 
Auditor General, and 

other professional and governmental auditing organizations; 


z the content, method of preparation, timing and format of reports of the 
Auditor General. 


The Chairman of the Committee is Mr. J.R.M. Wilson, F.C.A., of Toronto, 
recently retired senior partner of Clarkson, Gordon & Co., Chartered Accountants, 
and a past-president of The Canadian Institute of Chartered Accountants. The other 
members of the Committee are: Mr. Marcel Bélanger, C.A., of Quebec City, since 
1948 Professor of Economics and Business Administration at Laval University and chairman 
or member of four Federal and Provincial Royal Commissions or study groups including 
the Quebec Royal Commission on Taxation; and Mr. A. Lorne Campbell, Q.C., of Winnipeg, 
a senior partner of Aikins, MacAulay & Thorvaldson, and a past-president of The Canadian 
Bar Association. The Secretary of the Committee is Michael H. Rayner, C.A., a federal 
public servant since 1969, who has been seconded to the Committee for the duration 
of the study. The Committee began its studies in late October and expects its report 
to be completed within seven to nine months. I confidently believe that this independent 
and highly qualified Committee will assess and recommend whatever measures are required 
to enable the Auditor General to discharge his responsibilities effectively and in the 
best interest of Parliament. 


Under the circumstances, it seemed appropriate that consideration of new legisla- 
tion concerning the Auditor General be deferred until the Committee has completed 
its deliberations and submitted its report. 


Conference of Canadian Parliamentary Auditors 


Lil. William S. Groom, Provincial Auditor of Ontario, suggested early in 
July that the Auditor General of Canada convene a meeting of Parliamentary Auditors 
representing Canada and the provinces, in order to exchange views and consider matters 
of mutual interest. Tragically, Mr. Groom and his wife died a few days later in an 
automobile accident. His proposal, however, met with favour on the part of all concerned. 


Accordingly, on September 17 and 18, 1973, the senior audit officers of Canada 
and the provinces met at the National Conference Centre in Ottawa. It was the first 
meeting of its kind ever to be held in Canada. 


The matters discussed included: legislation governing the office of parliamentary 
auditors; accounting principles of governmental accounts; priorities in the general 
auditing plan; the basic nature, content and format of the auditor's report to the legislative 
body; staff training and development; and the computer and its impact on the auditor. 


The meeting was judged by those in attendance to have been well worthwhile. 


FINANCIAL STATEMENTS OF CANADA FOR THE FISCAL YEAR ENDED MARCH 3], 
1973, AS PREPARED BY THE RECEIVER GENERAL AND FORMING PART OF THE 
PUBLIC ACCOUNTS OF CANADA. 


EXCHANGE FUND ACCOUNT. STATEMENT OF ASSETS AND LIABILITIES AS AT 
DECEMBER 31, 1972 (WITH COMPARATIVE FIGURES AS AT DECEMBER 31, 1971). 


THE GOVERNMENT OF CANADA 


Statement of Expenditure and Revenue for the Fiscal Year Ended March 31, 1973 


(with comparative figures for the preceding fiscal year) 


EXPENDITURE 


Fiscal year ended 


March 31, 1973 


March 31, 1972 


$ $ 

A BRICUIUU TORT fire es Us hoes eee en ests core toca teat ate Te eect eT 312,856,954 286,095,584 
EOMMUNICALONS Hh egersere see sesor Ne E RO EE 38,801,224 26,406, 302 
Consumer andi @orporate Afiairsi se sre ee eee eee eee 291 d3e3 1/1 23,945,624 
Emerpy. '(Mines:and JRESOUTCES > scree ae eee 167,497,384 175,580,401 
YAVIT ONION tk ccc ssssce rec cchs cscs ees coer ees eS Eee Te ee 248 ,052, 768 200,723,618 
ExternialeA airs 7.8 rerrastes: torches neces ee ee an ee Ran SOREN RE 384,496,818 314,574,823 
UM ANCOR 58 ceed ncttc trace A end nah i Ae MR a ic eet aaa ERR ne RR ge 3,777,372,044 3,542,080, 393 
Governor General'and! Liettenant-Goverors. cee 1,411,380 1,197,180 
Indian’ Atiairs:andsNortherneDevelopmenten...0 5-2) eee 503,001,522 435, 706,066 
Industry, tradecandi Commence eae eee etree eee a enn ee 405,184,413 362,572,589 
PUSUICE es acti eetcbadecavenvcebeee ase oete Ce ee Ee RED en 2a Enel RRR oo 33,426,319 28,718,595 
) Ue aXe by ee teeters et tke eR RR oe Care A ae eal te en hal Maat kA ges la Ga, 27,904, 484 25,407,954 
Manpowerand Immigration sc.cs ree eee ene eee Oe ie 778, 736,604 792,916,827 
National Defence arn ice cect eerste eee te ee nL nL ee 1,981,587,770 1,895,174, 857 
INationalikfealthan diwelfare ceca wrt ane ne cree cone 2,909, 160,943 2,706,075, 107 
NationalsRevenue:: eet Sri oe ee rete ee street ene irs aah ee ane 220,261 , 304 185,245,489 
Parliamien tye Peete Se sericea tse a Te a an Gee Re oe ene 32 done: 32,596,913. 
POSCIO MICE Ren eserc ces os ec eeo teat ee Cot Caen Sg aioe Ee ee eee 463,725,777 413,334,381 
PLIV YR COUNCI rs ee sce air yok er Cem eee a Desa aru aee eh Meee ee hn tae ee ve 35,031,278 1350076335 
PUD CAWO DK Siren tue et errsseneter er sorte ara a Pa gtatrar eet tose ecto a hc eon tae 367, 968 , 263 338,054,322 
ResionalEconomiccE Xpansion eens tee eee rare eae rat ee te 358, 398, 103 346, 393,152. 
Science and Vlechn ology, cee eee reas ee a Gn RU I en 4,246,549 2,413,328 
SECrELATY Ol SCALE erery. ssac esa ater eee eee OTS ne Sect on CRE: ORE eee ee 955,226,420 862,776,247 
SolicitomGeneralee. 20i5.5232 Fekete. eee ee a 304,466,041 260,062,194 
SupplyrandsSenvices: 5c sete cree ae eet TN ce coco EC 87,363,235 75,624,230. 
i) WOK) 0X0) uaa Se a ec eer ere Ao tne OE Og Ds Te eA A AUT ee st Pc os 582,852,800 502,085,963 
MTEASUTY eC BOATOI AS 3h ec, Sia. oe er aoe, eh oe ee Co 503,903, 187 438,754,371 
Ub anA Tl airs er. caus creseceah re eee eee ee ee Oe a: See 161,363,775 129,944,587 
Vielerans AT airs Fei ccuscaceiscet eases oee eso OS oe FO ee Ree 444,736,350 423,286,721 
otalexpenditures cccsceveeee cer he ene ea ee, ce er 16,120,734, 605 14, 840,865,151 
Budvetary:surplus or: deficit) (=) eee eee eee ree eee nn 480,868,870 — 614,307, 381 
16,601, 603,475 14, 226,557,770 


Cee eee ee a ee ea a ee 


S. S. REISMAN, 
Deputy Minister of Finance. 


H.R. BALLS; 
Deputy Receiver General for Canada. 


(This Statement is to be found on pages 9.2 
and 9.3 of the Public Accounts, Volume 1) 
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REVENUE 


Fiscal year ended 


March 31, 1973 March 31, 1972 


$ $ 
Tax revenue— 

Income tax— 

REESO A een eee ee cs tes ese cca eae Sess de soe So ET TENG os OME RRs ro bason tes 7,172, 808,009 5,581,982, 675 

CC OLPOTAClON ene, Soa kes cakes e eee a er ions asec ssn SEAR RSC shes Sosake 2,653,512, 860 2, 183,132,185 

Onvdividends; interestpetC:, SOMS ADTOAG Masa). o ee Mevss.nc. sce Cane ee eterna tee Minas svates 291,751,934 287,726,724 
SOcialtdevelOpme4n taxes secs esc eete eeNe I cies sce whe Poses RL Ue anes ea capeeases voaste 15,600,000 408 , 400, 000 
Excise taxes— 

SPO oe 8 ccna CR OR i eG a 2,288, 727,371 1,984, 706,695 

(OV EIYS 2 ewer Seen enon idas he cost tc BONE REA ORAL Oo Rr CEPT e pec tee kk. ne Re 400, 448, 386 388,410, 660 
GUSCOMSHM PONE GULIES Meare iaestcccre Merron Took eck coSe anc accr eR USER eneteeseaevss 1,181,837,198 988,598, 886 
ESXCISCFGUUICS Heese ete Pe Rees oa re ee ON ihe is Nesua satel c PRE Sora wate snes 637, 967,354 606,551,387 
SEAL C LAK eee ae yee sre Meee nes sc ok eS Ss oct co TETN SRO SR cca Recs iied 60,946,059 132,015,951 
IMISCe LAN eC OUS tere eee See eae ease nase Re ace ec Rac soe NER ONE rata dasa 8s 427, 361 392,358 


14, 704,026,532 TZESOL IU aL 


Non-tax revenue— 


REEUTMIONSINVESEMICIES s Siece ste cs lore sat ezate Nee cee eases cnc ee ace eRe ea renee atetcatl- sac cesuaet 1,264,540,477 1133523150 
IPOstO fice —net Postal TEVENUC!. ccc... eect eee ee eee eee Loar net A ese neas ch caeers 470,137,417 403,791,138 
RVELUNGSTOL PTE VIOUSHy CALS aeXPCUGIDULC : meme tees eae (ener see poe neeerperetite sane eevee 47,639,179 21,481,801 
SERVICESTAlIG SCE VICE CCS Ieee, kink eR eee, SCRE ECON Bote aataece 19,101,960 17,863, 304 
PROCCE ES MLOMD SALES care 4 oer eco en Pal ae on mace aE RO etd. dates 18,082,072 PSS671 551 
Privilesesa HCENCeSvan Gy Permits, ©... nc... necretee ee eee steer cetera saree soya ssanceee 28,103,365 28,326,786 
BULMONFANG COMA De ees ees saeco e. cacs te eee anette osteo des cae cece PESTS TIES hate Su sancess 23,746,359 23,549, 984 
INTISCE LATICO US eee en ae re cee Seen ee ones ER eco oatataboewets 26,226,114 20,718,575 


1,897,576, 943 1,664,640, 249 


Excluding tax credited to the Old Age Security Fund— 


1972-73 1971-72 
RETSOUAIMMCOMCILAN eee eernees cert eee 1,190,000,000 1,237,000,000 
Corporation income tax..............:008 266,000,000 212,500,000 
ALCS LAN Metre even een caeae ect ae acannon ss 762,994,978 668 , 532,491 


Norte: An adjustment for provincial property tax credits amounting to $33.6 million chargeable to the provinces at 
March 31, 1973 was made in 1973-74. If this adjustment had been made in 1972-73, income tax revenue and the budget 
surplus would have increased and net debt and the liability to the provinces reflected in the Provincial Tax Collection 
Agreements Account would have decreased by $33.6 million. 


Total revenue 16, 601,603,475 14, 226,557,770 


Auditor General’s Certificate 


The above Statement has been examined in accordance with the provisions of the Financial Administration Act, I have 
obtained all the information and explanations I have required and, subject to the comments in my report to the House of 
Commons, I certify that the Statement is in agreement with the accounts maintained by the Receiver General for Canada 
and that, in my opinion, it exhibits a correct view of the expenditure and revenue of Canada for the year ended March 31, 
1973. 

J. J. MACDONELL, 


Auditor General. 
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Summary of Appropriations, Expenditures and Unexpended Balances 
by Departments for the Fiscal Year ended March 31, 1973 


Unexpended Balances 


Section 
(Volume Carried 
I} Department Appropriations Expenditures Lapsed forward) 
$ $ $ $ 
1 PNBTICUICUTE tree ee oc eee eae oe ae eo re ae 20368, 492,916 312,856,954 12,990, 754 42,645, 208 
2 WOMMUNICATIONS resect enna ee No areeeec teh ete 39,543,161 38,801,224 741,937 
3 @onsumer and? CorporaterA flaitst-a-.. sree eee 33,268,561 JAS NEI AEH 7) 4,115,244 
4 Energy. Mines andgResounces, reece eee 170,729,629 167,497, 384 3,232,245 
5 Environments. te See ee eee Cees See eee ate 252,622,552 248 ,052, 768 4,569,784 
6 BxternalvAtfairs: 2 eee wee ee co ee ee 3399 , 464,507 384,496,818 4,712,650 10,255,039 
7 LUTNATA COs Seer Oe aoe Ba Oe es 3,778, 332,210 3,777,372 ,044 960, 166 
8 Governor General and Lieutenant-Governors.................. 1,583,606 1,411,380 172,226 
9 Indian Affairs and Northern Development....................... (517,926,223 $03,001 , 522 12,877,470 2,047,231 
10 Industry. Draderandi@ommenrces eee eee (3494, 679,410 405,184,413 21,494,997 68, 000, 000 
11 JUSCICE Soo.o esc ee ey ee SR Ee aE 36,233,951 33,426,319 2,807,632 
12 abouts 622.5: ee a ee ee ee eo: 32,414, 397 27,904, 484 4,509,913 
13 Manpower andiimmigrationye-= 10s tee eee 875,846,005 778,736,604 97,109,401 
14 National Defence we ek. OE hr nc. bee uot er eats 1,985,147,389 1,981,587,770 3,559,619 
15 National Healthrand) Wellatesc..2 +... carne eres 2,918, 757,254 2,909, 160,943 9,596,311 
16 INationaliRevenuct: eet at tet eee ee ee 222,929,794 220,261,304 2,668,490 
ly Parliament erp yee sesereee renee cee een ee ene 35,436,230 32,547,579 2,888,651 
18 POSE OM CO sR Lerten rae eee a ee Ce 473,968,701 463,725,777 10,242,924 
19 Privy: Council eee ees sae tees eee eee ere 37,438,732 35,031,278 2,407,454 
20 RUblLICIWOLKS. sore ee rte ee cece ee en ets 380,929, 300 367, 968, 263 12,961,037 
21 RevionabEconomicsExpansiOMmic. sc. ete at eee eee 483,327,708 358, 398, 103 124,929,605 
Mp2 Sciencetand Technologyat Me ciacccetete cette tr eee: 5,555,814 4,246,549 1,309,265 
23 Secretary Of Statemtecee cates ceccscccs cine seme tect (6)982,125,030 955,226,420 26,831,851 66,759 
24 Solicitor Getierali beer. st eee ec Rocce ee ee 314,505,718 304,466,041 10,039,677 
25 Supplycand:Servicese: tee secrete ccctre ere te eer 88,888,265 87,363,235 1,525,030 
26 TRPANSP OL Cece cee eee ee eerste nee Spee eee nae 618,741,294 582,852,800 35,888,494 
27 ‘Treasuty Board rctee. te ete oe ee Ee 601,668,218 503,903, 187 97,765,031 
28 WrbancA flairs © meres ei ere arse cece eee Snes eee 180,857, 647 161,363,775 19,493,872 
29 Weteranis JA fi airs mene ce tera ct ee cect Oe meee eee ee 453,249,964 444,736,350 8,513,614 


16,784, 664, 186 16,120,734, 605 540,915,344 123,014, 237 


(Available for expenditure in subsequent fiscal years: Department of Agriculture vote 15, 1970-71, 1971-72 and 1972-73 $42,645,208; Depart- 
ment of External Affairs vote 30, 1972-73 $10,255,039; Department of Indian Affairs and Northern Development vote 30, 1970-71 and 1971-72 
$2,047,231; Department of Industry, Trade and Commerce vote 32b 1972-73 $68,000,000; Department of Secretary of State vote 2b, 1968-69 $66,759. 

Includes $26,000,000 carried forward from vote 15, Department of Agriculture 1970-71 and 1971-72 appropriations. 

Includes $22,833,403 carried forward from vote 20, Department of External Affairs 1971-72 appropriations. 

(Includes $2,317,415 carried forward from vote 30, Department of Indian Affairs and Northern Development 1970-71 and 1971-72 appropria- 
tions. 

‘Includes $68,000,000 carried forward from vote 29b Department of Industry, Trade and Commerce 1971-72 appropriations. 

(Includes $70,493 carried forward from vote 2b, Department of Secretary of State 1968-69 appropriations. 


S. S. REISMAN H. R. BALLS 
Deputy Minister of Finance Deputy Receiver General for Canada 


Auditor General’s Certificate 


The accounts relating to the expenditures as set forth in the above Statement have been examined under my direction and subject to the comments 
in my report to the House of Commons, I certify that, in my opinion, the Statement gives a correct summary for the year ended March 31, 1973. 


J. J. MACDONELL 
Auditor General 


(This Summary is to be found on page 9.6 of the Public Accounts, Volume 1, and the 
sections referred to therein are those in Public Accounts, Volume II) 
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THE GOVERNMENT OF CANADA 
Statement of Assets and Liabilities as at March 31, 1973 


(with comparative figures as at March 31, 1972) 


March 31, 1973 


March 31, 1972 


Net increase 
or decrease (—) 
during 1972-73 


$ $ $ 
ASSETS 
1. Current assets— 
(a)reGashwschedulevAG pagel ests. cc ccksansiesauccbeserscevtasdireva entvarecsusresarect oeeettes 2, 329,422,990 1,823, 883,254 505,539,736 
(6) Securities held for the securities investment account at amortized cost.... 64,194,515 56,031,174 8,163,341 
(c) Othercurrent-assets, schedule Be page dca cccccrcccecesteccteseccssereseeerreeeeeeeteeere ase 78,023,073 79,986, 694 — 1,963,621 
2,471,640,578 1,959,901,122 511,739,456 
2. Departmental working capital advances, schedule C, page 7u........:.scecsseseceeeeeeees 190,923,326 171,966, 182 18,957,144 
3. Foreign exchange reserve accounts— 
(a) MExchange: FundsA ccouinte niece cerrceaerce te ert ae acer ester ee Secen eco touaers 5, 641,279,053 §, 516,279,053 125,000,000 
(6) Canada’s subscription to capital of the International Monetary Fund...... Nal OD R22 efibe, 1,141,326, 769 $0,894,943 
6,833,500, 765 6,657, 605,822 175,894,943 
4. Social security accounts. schedule D, page 9— 
CanadasRension Planvanvestment tnd mire eee eereae ene neee te es aeons 5, 589,573,000 4, 611,303,000 978,270,000 
Unemployment Insurance Account—Advances—All or part to be recovered 
by parliamentary ap propriatioms nwewereee nce cee cece ere eee eee 1,474,866, 742 183,630,532 1,291,236,210 
Unemployment Insurance ACcOunt iin eyence cence eerere nen vee eee ee ee ee PEM SRY — 36,897,305 59,288,857 
7,086 ,831,294 4,758 ,036,227 2,328,795 ,067 
5. Investments held for retirement of unmatured deDt..................s0ccceseccsessscssetecasceess 15:,3853722 — 15,385,722 
6. Advances, loans and investments—Domestic, schedule E, page 9— 
(a) Loans to, and investments in, CrOWN COFPOFAatiONS.............ccccccccesseccessseeeeeee 12,608, 809,261 11,822,454,578 786,354,683 
Recovery likely to require parliamentary appropriations....................06 188,219,895 175,310 6/007 12,909,118 
(Dm Woansitosprovincialesovenninents mes seas teen nen ae nce eee eneee 682,712,011 504 ,926, 647 177,785, 364 
(c) Municipal Development and Loan Board advances............cccccssccessceseeeseeees 244,636,935 254,110,836 —9,473,901 
(d) Veterans Land Act fund (less reserve for conditional benefits).................... 505,202,226 502,788,422 2,413,804 
(e)eMiscellancous tee ye acernce erate ce eee caer He Me eT een aa ge ry eter eaeee 790,214,367 490,091,309 300, 123,058 
15,019,794 ,695 13,749,682,569 1,270,112,126 
7. Advances, loans and investments—External, schedule F, page 15— 
(a) eoans to national cOvernments ici c ese crtocet cee eee en reae tates 1,641, 763,107 1,513,165,342 128,597,765 
(5) Subscriptions to capital of and working capital advances and loans to, 
INternatiOnalvOn Gam iZatiOmserceces. eee see eee eee 410,812,085 325,733,564 85,078,521 
2,052,575,192 1,838,898 ,906 213,676,286 
SoesecuniticssbeldinitrustscheduleGiipageml deer eccccccsteentectetete etecoercecetesetteeatee 118,386,875 128,673,061 — 10,286, 186 
9. Deferred charges— 
(a) Unamortized portions of actuarial deficiencies— 
@anadian forces superannuation accOunt.....c tees ceereeesccerseceeesteotcoenenese 376,940,000 331,140,000 45 , 800,000 
Publictservice superannuationraccOunt.ccsssccceoriescaeeeenesteeeetoeeneaeccetere 382,658,800 402,670,233 — 20,011,433 
Royal Canadian Mounted Police superannuation account.................000 23,544,000 18,748,000 4,796,000 
(6) Unamortized loan flotation costs, section 11, page 10..............cccceeeeeees 156,700,220 168,908 , 634 — 12,208,414 
939,843,020 921,466,867 18,376,153 
TOs Capitaliassets Re cet eee) ali to crates seed ccea hosters Ps stecioe toa cnet eee eRe ae ere se 1 1 
Iie) Inactivelloansjandjinvestments, schedule H. pagel 7i-2-..5-.ce tee re 94,824,381 94,824,381 
motal recorded) assetsic: csstceca ieee eee ee 34,808, 320,127 30,296,440, 860 4,511,879, 267 
12. Less: Reserve for losses on realization Of ASSEtS...............s-cc..scccosecssseesscessseconsresoncee — 546,384,065 — 546,384,065 
INetsrecorded assets seis. ccccthcos eee ree ase ere et es 34, 261,936,062 29,750,056, 795 4,511,879,267 
13. Net debt, represented by excess of liabilities over net recorded assets, schedule I, 
PA Qe Se eee tenes ncaa ose hace Oe cu cat che he ae, Se Shen Sane 17,455,812,755 17, 936,681,625 — 480,868,870 
§1,717,748,817 47,686, 738,420 4,031,010,397 


The notes appearing on page 4 are an integral part of this Statement of Assets and Liabilities. 


S. S. REISMAN, 
Deputy Minister of Finance. 


H. R. BALLS. 
Deputy Receiver General for Canada, 


(This Statement and the schedules and pages referred to therein are to be found in the 
Public Accounts, Volume I, Section 10, except where otherwise indicated) 
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Net increase 
or decrease (—) 


March 31, 1973 March 31, 1972 during 1972-73 
$ $ $ 
LIABILITIES 
| 14. Current and demand liabilities, schedule J, page 18— 
i (a) meO utStanGin a: CHEQUES mere eece creer sie scores acne e Aeasec sues aniceseneraameen reese chetesten reese 751,194,631 737,049,519 14,145,112 
| (6) Accounts payable (that portion paid in April of the next following year).... 745,900,060 649, 746,071 96,153,989 
| (c) Non-interest-bearing notes payable to international organization............. 84,420,960 32,569,376 51,851,584 
(a)meMiaturedudebtroutstandin ge ccc, <secscessevctcsscssocsscaceusevsecencesece ssutecstentcentesseccetarss 35,510,811 31,037,041 4,473,770 
| (eymeintcrestduc ana Outstanding aunt sehen eerete teat eeserearcee ener terereer es 842,292,873 559,156,382 283,136,491 
| TWA Or ES tEACCEUCC xe tere cee recente eee tee eras rage ts deena Gute eM RR Pee seat tesseeseos sees 584,559,472 539, 824,615 44,734,857 
i (Ce) meOthercurrentiliab ities ser ccc coco scr eses cer ciges on nee RO ecm secs scceeencnenes 131,107,066 133,700,460 — 2,593,394 
i 3,174,985 ,873 2,683,083, 464 491,902,409 
i 15, Foreign exchange reserve accounts— 
j (a) Non-interest-bearing notes payable to the International Monetary Fund.. 853,000,000 750,000,000 103,000,000 
i (6) Allocation of Special Drawing Rights in the International Monetary Fund 370,279,053 370,279,053 
i W5223'279 3053 1,120,279, 053 103,000 , 000 
| 16.5 Meposit-and trust accounts, schedule JK, page 20. acecrccccsseeeecectecstestesensncsssarecescsatenee 616, 138,223 600, 191,074 15,947,149 
| 17. Annuity, insurance and pension accounts, schedule L, page 24— 
i (a) Social security accounts— 
| Canad aVPeNnSiOMmse lan cree eee er es sertertclecLicretssecstcterter tees 5) SPAS ILS Ss} 4,778,458, 561 1,014,538,592 
| OldPA PerSecuritys Hum deer sate eae eae recente eteelcccetancne ieee ee 335,750,044 641,100,004 — 305,349,960 
| (S)SuperannuationcaccOumtseieac.c tesserae oateeos eee eos ctatevcesasneveascnessounnc 9, 554,059,218 8,672,309, 822 881,749, 396 
| (CA) OTS ta nny os a RR LCA RL Bn ne ELS OA PA Fie 1,445, 645,254 1,447,515,017 — 1,869,763 
| 17, 128,451,669 15,539, 383,404 1,589,068 , 265 
| 18. Undisbursed balances of appropriations to special accounts, schedule M, page j 
PEN cl eee citys Eee re PE Na sok Oe Ncce eee cause See te cme snativot aches tnentnss oki ctoneaueeee 187,550,546 190, 699,274 — 3,148,728 
19. Provision for compound interest on Canada Savings Bonds, schedule N, page 25 81,163,671 56,864,079 24,299,592 
DOD elerred credits, «sched Ulel@ space 2 ssmseam catcsastccscececess-aastsessiecreenstaccsgeceesvecanshessesee 263,247, 103 231,735,484 31,511,619 
Zi SUSPENSCIACCOUNLS s SCHEGUNG MEAP ASC 2 Oscccne axe sssns cconeacsssstermeescusetecstene teres sae ones nes wens 4,439, 334 6,002,765 — 1,563,431 
! 22. Unmatured debt, schedule Q, page 27— 
(2) MBC 1 Sein re ree ree ee he, Se Pd Mee 6 oP ny, og ae tah tres coe cSugwersaandedl 24,748,493, 345 23,428,499, 823 1,319, 993,522 
(D)MBLCASUTYV Ab IlSsstaete ere ec ato charset ieeiaeee eron ean canes Nnat eee se tes 4,290,000, 000 3,830,000, 000 460,000,000 
29,038,493, 345 27, 258,499, 823 1,779,993 ,522 
| NOTE: 
| The contingent liabilities of the Government of Canada, consisting of rail- 
way securities guaranteed as to principal and interest $814,931,500; 
other guarantees of $11,919,031,656; together with certain indeter- 
minate guarantees, are listed on page 81. 
Motaliliabilitiess sets cy coc. coer Norererasescceree tease ace conc scene eee 51,717, 748,817 47, 686, 738,420 4,031,010,397 


Auditor General’s Certificate 


The above Statement has been examined in accordance with the provisions of the Financial Administration Act. I have obtained all the in- 
formation and explanations I have required and, subject to the comments in my report to the House of Commons, I certify that the Statement is in 
agreement with the accounts maintained by the Receiver General for Canada and that, in my opinion, it exhibits a correct view of the financial 


position of Canada as at March 31, 1973. 
J. J. MACDONELL, 


Auditor General. 


Notes to Statement of Assets and Liabilities as at March 31, 1973 


The decrease in net debt reflects the budgetary surplus of 
$480,868,870. 


Additional liabilities for the Public Service superannuation 
account, the Canadian Forces superannuation account and the 
Royal Canadian Mounted Police superannuation account arising 
out of pay increases have been credited to these accounts and charged 
to deferred charges and are being amortized over a five-year period 
in accordance with the amendments to the superannuation acts. 


The quinquennial actuarial adjustment as at December 31, 1970 
for the Canadian Forces Superannuation Account has been com- 
pleted and an amount of $393.2 million has been credited to the 
account in June 1973 with a contra entry to deferred charges, also 
the quinquennial evaluation as at December 31, 1969 for the 
R.C.M.P. superannuation account has been made but no adjust- 
ment was considered necessary. 


Assets and liabilities denominated in foreign currencies other 
than those of a short-term nature are recorded at historical values. 
No adjustment has been made for subsequent changes in exchange 
rates. The value of these assets and liabilities based on exchange 
rates in effect at March 31, 1973 were in the Securities Investment 
Account $13,733,500, the Exchange Fund Account $5,444,360,963, 
the International Monetary Fund$1, 192,852,100, othe rInternation- 
al Organizations $377,146,880, Special Drawing Rights allocated 
in the International Monetary Fund $388,891,471, Accrued Interest 
$5,940,686 and Unmatured Debt $327,964,606. 


The liability for the allocation of Special Drawing Rights issued by 
the International Monetary Fund has been recorded in the accounts 
of Canada in accordance with the Fund’s accounting recommenda- 
tions to participants. Although the liability arises from transactions 
associated with foreign exchange reserves, it is not taken into account 
in determining Canada’s official international reserves. 


In June 1973, $14,469,183 was received from the Peoples Republic 
of China in payment of the Canadian Government’s implementa- 
tion of the guarantee to the Ming Sung Industrial Company 
Limited. 


It is understood that the reserve of $36,765,140 included in the 
liability category ‘“‘Undisbursed Balances of Appropriations” is to 
be released to the Consolidated Revenue Fund in 1973-74. 


These accounts in respect of the Unemployment Insurance 
Account which are recorded on the Government’s Statement of 
Assets and Liabilities are summarized in the following statement. 
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Increase or 


decrease 
ASSETS 1973 1972 (—) 
$ $ $ 
(thousands) 
Cash in Receiver General 
Special depositst. 1: 39,920 29,959 9,961 
Advatices.:.. 238s so ee 1,474,867 183,630 1,291,237 
Unemployment Insurance Ac- 
COUNT Ratan eth eee 22,391 36,897cr 59,288 
1,537,178 176,692 1,360,486 
LIABILITIES 
Outstanding warrants.............. 48,777 51,834 —3,057 


An adjustment for provincial property tax credits amounting to 
$33.6 million chargeable to the provinces at March 31, 1973 was 
made in 1973-74. If this adjustment had been made in 1972-73, 
income tax revenue and the budget surplus would have increased 
and net debt and the liability to the provinces reflected in the 
Provincial Tax Collection Agreements Account would have de- 
creased by $33.6 million. 


Exchange Fund Account— 


(Established pursuant to the Currency and Exchange Act) 
STATEMENT OF ASSETS AND LIABILITIES AS AT DECEMBER 31, 1972 


(with comparative figures as at December 31, 1971 


ASSETS 


Canadian dollars: 
Cash on deposit 


Assets valued in United States dollars: 
Cash on deposit 
United States Treasury bills and bonds at cost, with accrued 

interest 
United States special Treasury notes at cost, with accrued 

interest 
International Bank for Reconstruction and Development 

bonds at cost, with accrued interest 
International Monetary Fund special drawing rights— (Notes 

1 and 3) 

Allocated to Canada 

Acquired at cost, with accrued interest .. 


Syelelictiviiaile! (6 es bts 16 pire (oveve) wiles lelele oa10, 8) .0 0618 (8 e)'9 ee) 6's 


$389,358,701 
116,994,872 


Gold (Notes 1 and 3) 


Value of United States funds converted to Canadian dollars at 
the closing market rates for $1.00 U:S.A. of $0.995 Can. in 
1972 and $1.0021875 Can. in 1971 

Suspense 


LIABILITIES 
Due to Consolidated Revenue Fund, in accordance with 

Section 16 of the Currency and Exchange Act: 
Earnings on investments 
Net profit from trading operations in foreign exchange, 
gold and securities (Note 2) 


Advances from the Consolidated Revenue I'und 
Special drawing rights allocated to Canada by the Inter- 
national Monetary Fund 


Deficit: 
Balance, January 1 
Valuation adjustments on assets held at the end of the 
previous year and on the net increment to the holdings in 
the current year 
Write up of gold and gold based assets from U.S. $35.00 to 
U.S. $38.00 per fine ounce of gold (Notes 1 and 3) 


Balance, December 31 


United States 
dollars 


$ 51,569,476 
956,857,355 
2,870,923,021 


50,853,073 


$06,353,573 
834,107,675 


$5,270,664 ,173 


$ 192,470,099 


10,652,358 


213,399,001 


35,956,226 


(74,295,836) 


$ 242,259 


5,244,310,852 
(78,437) 


$5,244,474,674 


$ 203,122,457 
4,889,000,000 


387,411,908 


5,479,534 365 


235,059,691 


$5 244,474,674 


$242,020,000 


131,082,896 


United States 
dollars 


Sy 3) 277,934 
874,172,158 
2,877,990 ,322 


5 10275339 


373,102,896 
791,792,919 


$4,999 363,564 


$ 191,964,205 


2,142,512 


231,583,191 


41,816,110 


$ 525,132 


5,010,299,672 
432,031 


$5,011,256,835 


$ 194,106,717 
4,848,000,000 


242,549,419 
5 284,656,136 


273,399,301 
$5,011,256,835 


I ae a ee ee 


The accompanying notes are an integral part of the Financial Statement. 


Certified correct: 
The Bank of Canada 


G. K. BOUEY 
Governor 


ALAIN JUBINVILLE: 
Chief of the International Department 


| have examined the above Statement and have reported thereon under date of May 10, 1973 to the Minister of I’inance. 


GFORGE LONG 
Acting Auditor General of Canada 


(This Statement is to be found on pages 7.16 to 7.18 


of Volume II of the Public Accounts) 


Exchange Fund Account-— 
NOTES TO FINANCIAL STATEMENT 


1. After consultation with the International Monetary Fund, the 
United States, effective May 8, 1972, changed the gold parity of 
the United States dollar to reflect a price increase in fine gold 
from U.S. $35 to U.S. $38 per troy ounce. As a result, the 
Minister of Finance authorized the revaluation of the gold and 
gold-based assets (Special Drawing Rights) held by the Exchange 
Fund Account effective May 8, 1972. Accordingly, these assets 
were written up by $74,295,836, which has been credited to the 
accumulated Deficit on the authority of the Minister of Finance. 


2. Since 1962 gold held by the Exchange Fund account has been 
valued at holding prices ranging from U.S. $34.90 to U.S. 
$34.912 per troy ounce instead of the official price of U.S. $35. 
As a result of changes in the current procedures for handling gold 
the Minister of Finance has authorized that the holding price be 
the official price, and that the difference between the holding 
prices and U.S. $35 per troy ounce, amounting to $2,195,603, be 
paid over to the Consolidated Revenue Fund. 


3. On February 12, 1973 the United States informed the Inter- 
national Monetary Fund that the President is requesting the 
Congress to authorize a proposal to the Fund for a change in the 
par value of the United States dollar which will result in an 
increase in the price of gold from U.S. $38 to U.S. $42.2222 per 
fine ounce. This revaluation will result in a further write up of 
the gold and gold-based assets held by the Exchange Fund 
Account at December 31, 1972 by approximately U.S. $105 
million. 


Auditor General's Certificate 


Exchange Fund Account 


AUDITOR GENERAL OF CANADA 
Ottawa, May 10, 1973. 


THE HONOURABLE JOHN N. TURNER, 
MINISTER OF FINANCE, 
OTTAWA. 


Sir, 


I have examined the Exchange Fund Account and the transactions 
in connection therewith for the year ended December 31, 1972, as 
required by section 18(2) of the Currency and Exchange Act, RS., 
c. C-39. 


My examination included a general review of the accounting 
procedures and such tests of accounting records and other support- 
ing evidence as I considered necessary in the circumstances. The 
Fund’s holdings at the close of the year have been confirmed to us 
by the Auditors of the Bank of Canada. 


In my opinion, the transactions in connection with the Account 
have been in accordance with the provisions of the Currency and 
Exchange Act, the records of the Account show clearly and truly the 
state of the Account and the accompanying Statement of Assets and 
Liabilities presents fairly the financial position of the Account at 
December 31, 1972, in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year. 


Yours faithfully, 


GEORGE LONG 
Acting Auditor General of Canada. 


As required by section 18(2) of the Currency and Exchange Act, R.S., c. C-39, we have audited the Exchange Fund 
Account and the transactions in connection therewith for the year ended December 31, 1972, and I now certify that, in 
my opinion, the transactions in connection with the Account have been in accordance with the provisions of the Act and 
that the records of the Account show truly and clearly the state of the Account. 
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J. J. Macdonell 
Auditor General 


III 


COMMENTS BY THE AUDITOR GENERAL RELATING TO THE FINANCIAL STATEMENTS 
| OF CANADA 


_ Statement of Expenditure and Revenue 


Pe Understatement of surplus. The Statement of Expenditure and Revenue 

_ for the fiscal year ended March 31, 1973, prepared by the Receiver General for inclusion 
in the Public Accounts and certified by the Auditor General as required by section 

55 of the Financial Administration Act, shows revenue of $16, 602 million, expenditure 
of $16, 121 million and a surplus of $481 million for the year. The following note 

is appended to the Statement: 


An adjustment for provincial property tax credits amounting to $33.6 million 
chargeable to the provinces at March 3l, 1973 was made in 1973-74. If this 
adjustment had been made in 1972-73, income tax revenue and the budget 
surplus would have increased and net debt and the liability to the provinces 
reflected in the Provincial Tax Collection Agreements Account would have 
decreased by $33.6 million. 


The surplus would then have been shown as $515 million. By comparison, 
there was a deficit of $614 million in the preceding year and $379 million in 1970-71. 


| 13. Effect on expenditure of crediting appropriations and special accounts 

_ with certain revenues. As pointed out in paragraph 74 of this Report, a number 

_of appropriations include authority for departments to spend revenue. The accounting 

_ procedure is to credit the revenue directly to the appropriation as it is received and, 
for statement purposes, to offset it against expenditure from the appropriation and 
record the net expenditure. Similarly the Department of National Defence has authority 

_ to credit the net proceeds from sales of property and equipment to its Surplus Crown 

_ Assets Account and its Replacement of Materiel Account from which they may be expended 
_for the purposes of the Department. 


| During the year non-tax revenues totalling $248 million were credited to 
appropriations and, under authority of the Post Office Act, R.S., c. P-14, 

_ remuneration of postmasters and staffs at certain classes of post offices, and other 

costs, totalling $57 million, were paid from gross postal revenue. Proceeds of $17 

million from sales of surplus property and equipment were credited by the Department 

_ of National Defence to its Surplus Crown Assets Account, and defence expenditures of 

_ $24 million were made from this Account. In addition, proceeds of $2.2 million from 

sales of non-surplus property and equipment were credited to its Replacement of 

_ Materiel Account. Thus the totals shown on the Statement of Expenditure and Revenue 

_ for the year ended March 31, 1973, are not complete, and $329 million must be added 

_ to expenditure and $324 million to revenue to obtain the complete expenditure and 


pA 


revenue figures for the year which are $16, 450 million and $16, 926 million respectively. 
Because of the excess of expenditures over receipts recorded in the special accounts 

of the Department of National Defence, the budgetary surplus of $481 million, which 

as mentioned in paragraph 12 of this Report should have been $515 million, must be 
decreased by $5 million. 


14. Understatement of expenditure and revenue. Post Office Vote 1 provides 
"authority to spend revenue received during the year for financial and miscellaneous 
services". The related Program by Activities estimates this revenue, to be derived 


from a number of specified services, such as money order commission, foreign mail 
settlements and lock box rentals, at $30, 313, 000. 


Although the actual revenue received during the year from the several sources 
was $28, 249, 000 the Post Office transferred $30, 313,000, the estimated amount, from 
revenue to the vote. Asa result both Post Office expenditure and net postal revenue 
are understated by $2, 064, 000. 


15; Interest on the public debt improperly charged to departmental programs. 
Canada's liability to participants in the several Public Service superannuation schemes 
is represented by the balances in the superannuation accounts, which consist of employer 
and employee contributions and interest earned, less payments to participants. Since 
the Crown uses these funds to finance its operations, the balances form part of the 
public debt. Accordingly, the several Statutes concerned with these accounts for years 
have required the Crown to pay interest on the balances. The authorized rate remained 
at 4% for many years but on July 1, 1969 was brought into conformity with the rate 
applicable from time to time to the Canada Pension Plan. 


In paragraph 92 of our 1972 Report we stated that since these funds form part 
of the public debt the full interest accruing thereon should be charged to the Department 
of Finance statutory appropriation for interest on the public debt. However, in 1972- 
73, as in the previous two years, the portion of the interest in excess of 4%, totalling 


$169. 3 million, was again improperly recorded as expenditure of the following departments 


which administer the superannuation accounts: 


Treasury Board $ 87, 400, 000 
National Defence 77, 400, 000 
Solicitor General 4,500, 000 


$ 169, 300, 000 


This improper practice is to be discontinued in 1973-74 as indicated by the 
President of the Treasury Board when he appeared before the Standing Committee on 
Miscellaneous Estimates on March 22, 1973: 
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....certain interest charges on balances in superannuation and 
pension accounts previously carried in the estimates of Treasury 
Board, National Defence and the R.C.M.P. have been included 
where they more properly belong, that is with other public debt 
charges under the Department of Finance. 


Summary of Appropriations, Expenditures and Unexpended Balances by Departments 


16. General comments. The Summary of Appropriations, Expenditures and 
Unexpended Balances by Departments for the fiscal year ended March 31, 1973, shows 
appropriations of $16, 785 million, expenditure of $16,121 million and unexpended balances 
of $664 million. 


Of the $16, 785 million of appropriations available for expenditure in the year, 
$7, 880 million was provided by statutory authorities and $8, 786 million was granted 
by Appropriation Acts (Nos. 2 and 3 of 1972 and Nos. 1 and 2 of 1973) while $119 million 
remained available from continuing appropriations of previous years. 


The $16, 121 million of expenditure is the net of total expenditure of $16, 369 
million less revenue of $248 million which was credited to appropriations under authority 
of Appropriation Acts which authorized departments to spend certain revenue received 
during the year. Not included in this figure is expenditure of $57 million from postal 
revenue and $24 million from the Department of National Defence Surplus Crown Assets 
Account. Gross expenditure was therefore $16, 450 million, of which $7, 961 million 
(48%) was incurred under statutory authorities and $8, 489 million (52%) was spent 
under the authority of appropriations granted for the year and continuing appropriations 
of previous years. 


Of the $664 million of unexpended balances at the year-end, $541 million lapsed 
in compliance with section 30 of the Financial Administration Act and $123 million pertain- 
ing to the following departments and votes remained available for expenditure in 1973- 

74 because of special vote wording: 
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D epartment Vote Particulars Amount 


Agriculture (1970-71) 15 Farm income maintenance $ 9,587,000 
(1971-72) 15 Farm income maintenance 16, 000, 000 
(1972-73) 15 Farm income maintenance 17, 058, 000 
42, 645, 000 

External Affairs 30 International Food Aid 
Program 10, 255, 000 


Indian Affairs and 
Northern Development 
19 70=f49 35 Northern mineral 
development assistance 
grants 447, 000 
C197 —7.2)) 30 Northern mineral 
development assistance 
grants 1, 600, 000 
2, 047, 000 
Industry, Trade and 
Commerce 32b Payments to certain 
wheat producers 68, 000, 000 
Secretary of State 
(1968-69) 2b Construction or 
acquisition of buildings, 
works, land and 
equipment - National 
Arts Centre 67, 000 


$ 123,014, 000 


17. Lapsed balances. The lapsed balances of $541 million represented 
6. 1% of the $8, 905 million provided under Appropriation Acts. This was after 
transferring a total of $48 million between votes with parliamentary authority, thus 
reducing by $48 million the amount which would otherwise have lapsed at the year- 
end and the Supply that Parliament would otherwise have been asked to provide. 
In 50 votes of 23 departments, lapsing balances aggregating $406 million represent 
more than 10% of the amounts appropriated. These include the following 20 votes 
in which the lapsed balance represents 25% or more of the appropriation: 
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Consumer and Corporate Affairs 
Vote 1 - Administration and 
Information Services - 

Program expenditures 
Vote 20 - Restrictive Trade 
Practices Commission - 
Operating expenditures 


External Affairs 
Vote 50 - International Joint 
Commission 
Vote 20 - World Exhibitions - 
Program expenditures and 
contributions 


Industry, Trade and Commerce 
Vote > 25uze Grains#and: Oilseedst> 
Operating expenditures 


National Health and Welfare 
Vote 40 - Income Security 
and Social Assistance - 
Grants and Contributions 


Parliament 
Vote 1 - Senate - Program 
expenditures 


Privy aGouncil 
Vote 15 - Commissioner of 
Official Languages - Program 
expenditures 
Vote 5 - Constitutional 
Conference Secretariat - 
Program expenditures 


Regional Economic Expansion 
Vote 10 - Grants and 
contributions 


Science and Technology 
Vote 1 - Program expenditures 


Appropriated 


$ 6, 663, 000 


248, 000 


638, 000 


185, 000 


1, 652, 000 


13,1377,000 


3n7c07000 


1, 280, 000 


98, 000 


382, 741, 000 


4,107, 000 


a) 


Lapsed 


Amount 


$  §=6.1, 704, 000 


151, 000 


186, 000 


58, 000 


620, 000 


4, 387, 000 


999, 000 


323, 000 


33, 000 


1205, 5257000 


1, 206, 000 


J le 
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61 


29 


auth 


38 


35 


25 


25 


34 


31 
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Solicitor General 
Vote 10 - Penitentiary Service - 
Capital expenditures 10, 933, 000 2,961, 000 24 


Transport 
Vote 70 - Canadian National 
Railway Company - System 
deticit,: 19%2 25,000, 000 7; 18,000 29 
Vote 60 - Transportation 
Development Agency - 


Capital expenditures 11, 200, 000 4, 853, 000 43 
Vote 85 - Great Lakes Pilotage 
Authority = Deficit, 1972 502, 000 311, 000 62 


Treasury Board 
Vote 5 - Government 
Contingencies 120, 000, 000 85,575, 000 ral 


Urban Affairs 
Vote 1 - Program expenditures 9, 543, 000 4,219, 000 44 
Vote 5 - Grants and contributions 5, 440, 000 4, 827, 000 89 


Veterans Affairs 
Vote 50 - Treatment Services - 


Capital expenditures 8, 613, 000 253252000 at 
Vote 25-- Pension Review Board - 
Operating expenditures 245, 000 83, 000 34 


Summary of Revenue by Main Classification and Departments 


18. Effect on revenue of crediting appropriations and special accounts with 
certain revenues. The Summary of Revenue by Main Classification and Departments 
for the fiscal year ended March 31, 1973, prepared by the Receiver General for inclusion 
in the Public Accounts and certified by the Auditor General, shows tax revenue accounting 
for $14, 704 million of the total revenue of $16,602 million. This total revenue figure, 
which is understated by $33. 6 million as pointed out in paragraph 12 of this Report, 
does not include revenue of $248 million which was credited directly to parliamentary 
appropriations under authority of certain Appropriation Acts, postal revenue of $57 
million which was used to meet certain postal expenses under authority of the Post 
Office Act, R.S., c. P-14, and the proceeds from sales of surplus property and equipment 
of $17 million and non-surplus property and equipment of $2.2 million which were 
credited respectively to the Surplus Crown Assets Account and the Replacement of 
Materiel Account of the Department of National Defence. 
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Statement of Assets and Liabilities 


19. Policy. The Statement of Assets and Liabilities as at March 31, 1973, 
was prepared by the Receiver General on the same basis as in previous years, the 
following explanation concerning this basis being included in the introduction to the 
Public Accounts: 


With certain exceptions, taxes and revenues receivable, revenue and 
other asset accruals and inventories of materials, supplies and equipment 
are not recorded as assets (except when these are held as charges against 
working capital accounts) nor are public works and buildings or other fixed 
or capital assets. Following the principle that only realizable or interest- 
or revenue-producing assets should be offset against the gross liabilities, 
costs of capital works are charged to expenditures at the time of acquisition 
or construction. Consequently government buildings, public works, national 
monuments, military assets (such as aircraft, naval vessels, and army equipment) 
and other capital works and equipment are recorded on the statement of assets 
and liabilities at a nominal value of $1 as the value is not considered as a proper 
offset to the gross liabilities in determining the net debt of Canada. 


On the liabilities side, accrued liabilities (except for interest accrued 
on the Public Debt) are not taken into account in determining the obligations 
of the government. However, under section 30 of the Financial Administration 
Act, liabilities under contracts and other accounts payable at March 31 if paid 
on or before April 30 may be charged to the accounts for the year. These are 
recorded as accounts payable in the "current and demand liabilities" schedule 
to the statement of assets and liabilities. 


This explanation reflects a policy established by the Minister of Finance in 
1920, that assets to be included in the Statement of Assets and Liabilities should be 
confined to those which are readily convertible or which are revenue-producing. 
The Minister had immediately implemented this policy by removing from the Statement 
of Assets and Liabilities a substantial amount in loans, etc., which could not meet this 
test. 


This policy has been followed by successive Ministers of Finance ever since 
but a major exception was introduced in 1957-58 when funds required by the National 
Capital Commission for the purchase of lands in the Greenbelt were recorded as loans 
to the Commission instead of budgetary expenditure as had formerly been the case. 
They were given the appearance of being revenue-producing by asking Parliament 
to appropriate money to the National Capital Commission with which to pay interest 
on the loans. The practice was later extended to the financing of other activities, for 
example, the capital requirements of the Canadian Broadcasting Corporation and of 
the Toronto and Montreal International Airports. 


peal 


In previous Reports (paragraph 256 in 1972) we have drawn attention to 
the exceptions to this long-standing policy and their effect on the accounts of Canada 
including the understatement of the Deficit or the overstatement of the Surplus in 
the Public Accounts annually since 1958. The exceptions continued in 1972-73. 


The Treasury Board has initiated a "Study of the Accounts of Canada" in 
which, as outlined in the Board's Circular 1973-67, dated May 23, 1973, 


....the concepts underlying the financial information system of the 
government of Canada will be critically examined. On a number of occasions, 
the Standing Committee on Public Accounts and the Auditor General have 
questioned certain financial practices as being inconsistent with the stated 
principles on which the government's accounts are kept. Under the Financial 
Administration Act, Treasury Board, the Minister of Finance and the Receiver 
General share responsibility for these matters. The product of the Study 
will be a considered document reflecting the views of the three departments 
on the purposes, principles and practices which should govern the accounts 
of Canada. 


We understand that the Study is in progress and is expected to be completed 
by late 1974. 


20. Valuation of foreign currency assets and liabilities. A note to the 
Statement of Assets and Liabilities discloses that foreign currency assets and liabilities, 
other than those of a short-term nature (bank balances amounting to $14.6 million), 
are recorded at historical values and that no adjustment has been made for subsequent 
changes in exchange rates. Although the note sets out the year-end valuation of 
these assets and liabilities based on the exchange rate in effect at March 31, 1973 
($1 US equals $0. 9988 Canadian) it does not show the value at which they are included 
in the statements and the over or under valuations. The following summary makes 
this comparison: 
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Valuation at Over 


Recorded March-31,1973 (under) 
value exchange rate valuation 


Assets 


Securities held for the securities 

investment account $ 13, 207, 000 $ 13,4/34,0001 $ (527, 000) 
Foreign exchange reserve accounts - 

Subscription to capital of the 

International Monetary Fund lho Zs2225 000 1, 192,852,000 (630, 000) 
Advances, loans and investments - 

External - Subscriptions to 

capital of and working capital 

advances and loans to, 

international organizations 404, 663, 000 Sia 000 21, 516,000 


$ 1,610, 092, 000 $158 3,1155,/000 $ 26, 359, 000 
Liabilities 


Unmatured debt, including 
accrued interest $ 339, 608, 000 $ 333, 905, 000 $ 5,703,000 


The valuation of $13, 734,000 shown for securities held for the securities 
investment account is incorrect and should be $12,255,000, so that there is actually 
an overvaluation of $952,000 instead of an undervaluation of $527, 000. 


24 Loans and advances representing grants. In previous Reports (paragraph 
58 in 1972) we have referred to certain loans to Crown corporations and others where 
payments of interest and instalments on principal were dependent on further appropriations 
of Parliament. 


The Public Accounts Committee has considered the practice from time to time 
since 1963 and holds the view that outlays on properties, such as those held by the 
National Capital Commission in the Greenbelt, are expenditures of the Crown rather 
than income-producing investments (see Appendix I, item 4). In its Seventh Report 
1966-67 the Committee stated that it was disturbed to learn that the practice had been 
further extended in 1965 when the House was asked to approve loans to the Canadian 
Broadcasting Corporation to finance capital requirements which in the past were financed 
by grants charged to budgetary expenditure. The Committee reiterated its opinion 
that "expenditures of this type are not loans or advances which can or should be regarded 
as revenue-producing assets but are in fact grants and should be charged directly 
to budgetary expenditure in the Public Accounts of Canada" (see Appendix I, item 16). 
On May 6, 1971, the Public Accounts Committee discussed this question with the Auditor 
General and the Deputy Minister of Finance but has not made any further recommendation 
to the House. 
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The practice of recording these expenditures as loans instead of grants has 
the effect of overstating the surplus for the year as recorded in the Public Accounts. 
To the extent that appropriations are provided in later years for repayment of the loans, 
the surplus will decrease or the deficit increase in those years. Similar practices involv- 
ing five departments where expenditures have been recorded as loans to revolving 
funds are referred to in paragraph 22 of this Report. 


The following additional loans of this type were made during 1972-73: 


Canadian Broadcasting Corporation $ 22,000, 000 
Government of the Northwest Territories 20; 555,000 
Government of the Yukon Territory 0,337,000 
National Capital Commission other 

than Greenbelt 2,000, 000 


$ 51, 688, 000 


Had these amounts been recorded as grants in accordance with the policy outlined 
in paragraph 19 of this Report, the surplus for the year would have been $51, 688, 000 
less. 


Repayments during the year on loans of this type made in previous years were 
as follows: 


Canadian Broadcasting Corporation ie ay wal a @ OTOL) 
Government of the Northwest Territories 2 Pi O00 
Government of the Yukon Territory T2760 .000 
National Capital Commission 
Greenbelt 874, 000 
Other than Greenbelt 2, 554, 000 


$ 15,517, 000 


These repayments, with the exception of $3, 414, 000 derived from the sale 
of property by the National Capital Commission, were provided for in 1972-73 appropriat- 
ions of Parliament. Had the loans been recorded as grants when originally made, these 
appropriations to enable repayment of principal would not have been required and the 
surplus for 1972-73 would therefore have been $12, 103, 000 greater. 


Certain of these loans call for payment of interest at varying rates and the 
following interest income was recorded during 1972-73 with respect to them: 
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Canadian Broadcasting Coporation $ 9,844, 000 


National Capital Commission 349; 000 
Government of the Northwest Territories 23613, 000 
Government of the Yukon Territory 1, 614, 000 


$ 17,510, 000 


Of this total, $1,082,000 was derived by the National Capital Commission from 
property rentals, interest from bank deposits and other income, and $16, 428, 000 was 
provided from 1972-73 appropriations of Parliament. While this provision had no effect 
on the recorded surplus for the year, as it was offset by the recording of an equivalent 
-amount of income, both the expenditure and revenue of the year are greater by $16, 428, 000 
than would have been the case had the funds advanced in previous years been recorded 
as grants rather than loans requiring payment of interest. 


22. Capital assets financed by loan appropriations. In paragraph 61 
of last year's Report we pointed out that the financing of capital assets by means 
of loan appropriations violates the long-standing government accounting policy 
under which the cost of capital works is charged to expenditure at the time of 
acquisition or construction. This policy is set out in the introductory pages of 
Volume 1 of the Public Accounts each year and the pertinent portion is reproduced 
in paragraph 19 of this Report. 


The expenditures on capital works financed by loan appropriations 
during the year, the balances of the loans outstanding at March 31, 1973, which 
represent capital assets improperly recorded on the Statement of Assets and 
Liabilities, and the unused portions of loans authorized up to March 31, 1973, 
which are available for the acquisition of capital assets in future years without 
further reference to Parliament, are as follows: 
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Outstanding Loan funds 


loans available 
Expenditures March 31, March 31, 
1972-73 1973 1973 
Airports Revolving Fund $ 55, 574, 000 $ 192, 379, 000 $ 100, 501, 000 


Canadian Government 

Supply Services 

Revolving Fund 85, 000 85, 000 ai 
Canadian Government 

Photo Centre 


Revolving Fund 35, 000 37, 000 -- 
Computer Services Bureau 

Revolving Fund ra 88, 000 = 
Passport Office Revolving 

Fund 18, 000 90, 000 5 
Race Track Supervision 

Revolving Fund 17, 000 30, 000 a 


Vancouver International 

Airport - Construction 

of bridges 563, 000 361,000 9, 764, 000 
Bureau of Staff 

Development and 

Training Revolving Fund 40, 000 40, 000 - 


P-007.3525000 $ 200, 110, 000 $ 110, 265, 000 


The use of the loan vote procedure creates an anomalous situation where loans 
are being made by Canada to Canada to acquire assets which in accordance with long- 
standing policy cannot properly be included among the assets of Canada in the Statement 
of Assets and Liabilities. If expenditures for capital works are to be included among 
the assets of Canada, they must surely be described correctly as capital assets. It 
follows that the value of all other capital works of Canada would then have to be included 
in the Statement which would require a fundamental change in accounting policy. 


We reiterate that funds for the acquisition of capital assets should be provided 
by means of capital expenditure appropriations based on a capital budget. 
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23. Foreign exchange reserve accounts - Exchange Fund Account - Deficit. 
Advances to the Exchange Fund Account at March 31, 1973, amounted to $5, 641, 279, 000 
comprising cash advances, $5,271,000,000, and special drawing rights, $370, 279, 000. 
However, as the market value of the net investments from the cash advances at that 
date was only $5, 055, 470,000, there was a deficit of $215, 530, 000 in the Account. 


On February 12, 1973, the International Monetary Fund was officially informed 
that the President of the United States was requesting the Congress to authorize a 
change in the par value of the United States dollar. This revaluation, which will result 
in an increase in the price of gold from US $38 to US $42. 2222 per ounce, will increase 
the value of the gold and special drawing rights held by the Account, thus reducing 
the deficit in the Account by approximately $105. 6 million. 


In paragraph 89 of our 1972 Report we outlined the circumstances surrounding 
the deficit in the Account and noted that the Public Accounts Committee had recommended 
in 1964 that when a deficit occurs the Minister of Finance give immediate consideration 
to its elimination in order to maintain the full value of the advances made from the 
Consolidated Revenue Fund to the Exchange Fund Account. We pointed out that as 
the deficit represented a cost of exchange management, it should be written off in the 
Accounts of Canada with parliamentary authority. No action has yet been taken. 


24. Advances, loans and investments - Domestic - Loans to, and investments 
in, Crown corporations - National Harbours Board. The loans to the National Harbours 
Board, which are included in the Statement of Assets and Liabilities of Canada, 
amounted to $273, 314,000 at March 31, 1973, and are identified with individual 
harbours and bridges as follows: 
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Montreal - 


Harbour $ 142, 465, 000 
Champlain Bridge 52, 1777-000 
Jacques Cartier Bridge 1,576, 000 


202, 218, 000 


Vancouver - 
Harbour 45, 908, 000 
Burrard Inlet Crossing engineering studies 4,273, 000 
50, 181, 000 
Saint John Harbour Bridge Authority 153-1 445-000 
Halifax - Pier C 3, 460, 000 
Belledune 2, 341, 000 


$ 273, 314, 000 


This total reflects a decrease of $188,000 during the year resulting from 
the following repayments: 


Vancouver - Harbour $ 60,000 
Saint John Harbour Bridge Authority 42, 000 
Halifax - Pier C 86, 000 


$ 188, 000 


In addition to the loans included in the Statement of Assets and Liabilities, 
loans totalling $139, 901,000 have been written off to net debt. These loans were made 
with respect to the following: 


Quebec $ 52,075, 000 
Saint John 34, 770, 000 
Halifax 29, 891, 000 
Churchill 8, 857, 000 
Montreal - Jacques Cartier Bridge 6, 490, 000 
Trois-Rivieres 3, 988, 000 
Chicoutimi ; 3, 830, 000 


$ 139,901, 000 
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In addition to the principal amounts of the loans which total $413, 215, 000, 


interest unpaid to December 31, 1972, amounted to $180, 409, 000. 


Although interest is payable semi-annually at rates varying from 2 3/4% to 


8 1/2% no dates for repayment of principal are specified in the certificates of indebtedness 


except in respect of two loans made in 1970 and three loans made in 1971. Repayment 


_of the principal on the remaining loans is seemingly dependent on the individual harbours 
making profits after payment of interest. 


During the year interest totalling $17, 356,000 became due, and interest payments 


of $2,928,000 were made by the Board with respect to the Trois-Riviéres, Halifax and 


Vancouver Harbours, the Champlain Bridge and the Saint John Harbour Bridge Authority. 


In previous Reports we have pointed out that there is little prospect of the 


Board being able to meet its principal and interest obligations and have recommended 


that the financial structure of the Board be reconstituted. In February 1967 the Public 


) Accounts Committee, in its Twelfth Report 1966-67, commented as follows (see Appendix 
1, item 22): 


The Committee is concerned that there appears to be little prospect of 
the Board being in a position to meet its principal and interest obligations 
and recommends that the financial structure of the Board be reconstituted. 
In this connection it was pleased to receive assurances that this matter will 
be dealt with by the Department of Finance and the Board within the next twelve 
months. 


The financial structure of the Board was not reconstituted as the proposals made by 

the Department of Finance were not acceptable to the Board. The matter has since been 
left in abeyance. On May 13, 1971, the Public Accounts Committee discussed the matter 
with officers of the Board and the Canadian Marine Transportation Administration but 
no further recommendation was made by the Committee. 


25. Advances, loans and investments - Domestic - Loans to, and investments 
in, Crown corporations - Atomic Energy of Canada Limited. Included in the loans to, 
and investments in, Atomic Energy of Canada Limited, totalling $694 million, are the 
following loans, exclusive of accrued interest, relating to construction of nuclear power 
stations at: 


Pickering, Ont. $ 116,509, 000 
Gentilly, Que. 81, 700, 000 
Douglas Point, Ont. 69,945, 000 


The Company's portion of the cost of the Pickering nuclear power station is 
expected to be recovered from the Hydro-Electric Power Commission of Ontario but 
this is dependent on the success achieved in the operation of the station. 
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After the Gentilly nuclear power station has been established to be a safe and 
dependable source of power, it is to be sold to the Quebec Hydro-Electric Commission 
at a price calculated to make the estimated future cost of energy produced equal to that 
from a fossil-fired conventional thermal generating station. Whether the sale price 
will be sufficient to permit the Company to repay the loans remains to be determined. 


Originally the Douglas Point nuclear power station, which had been constructed 
earlier, was to be sold to the Hydro-Electric Power Commission of Ontario under an 
agreement similar to that relating to the Gentilly station. However, the role of the Douglas . 
Point station has been altered in that, in addition to producing electricity for the Hydro- 
Electric Power Commission of Ontario, it is producing steam for the Bruce heavy water 
plant. Thus, although the contract with the Commission for the sale of the plant is 
still in effect, it is not known when the sale is to take place or when the loans will 
be repaid. The station was in operation for only three months during 1972-73 because 
of a shortage of heavy water, earning $2.2 million from the sale of electricity and steam, 
but incurring an overall loss of $2.8 million exclusive of depreciation. If anticipated 
reductions in future operating costs and increased revenue from the sale of electricity 
and steam are achieved, any excess of revenue over operating costs is to be applied 
as repayment of the loans. 


26. Advances, loans and investments - Domestic - Loans to, and investments 
in, Crown corporations - The St. Lawrence Seaway Authority. Outstanding loans to 
The St. Lawrence Seaway Authority at March 31, 1973, totalled $620, 000, 000 on which 
unpaid interest amounted to $122, 420, 000. 


Included in these amounts are loans of $337, 750,000 in respect of construction 
of the Montreal-Lake Ontario Section and unpaid interest of $92, 939,000. Section 17 
of the St. Lawrence Seaway Authority Act, R.S., c. S-7, requires that the tolls provide 
sufficient revenue to defray the cost of operations including interest and repayment 
of the capital indebtedness over a period not exceeding fifty years. The original terms 
of these loans called for the payment of interest only, in the first three full years of 
operation, and thereafter payment of annual amounts sufficient to amortize all loans 
and interest thereon over a period of forty-seven years ending December 31, 2009. 
These terms have subsequently been amended and now provide that the loans, together 
with interest, are to be repaid in such amounts each year as the cumulative net profits 
of the Section, before amortization of the loan principal, will permit. Unpaid interest 
bears interest until paid and the statutory requirement that the principal and interest 
are to be fully paid by December 31, 2009, remains. | 


Officers of the Authority have calculated that the annual toll revenue required 
by the Authority, if it is to meet the statutory requirement that its indebtedness be 
amortized over a period not exceeding fifty years, would be $38 million based on 1972 
costs. The actual toll revenue in 1972 was $20 million. Since the opening of the Seaway 
in 1959 no repayment of principal has been made, and interest totalling $92, 939, 000 
remains unpaid. 
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Loans made for capital improvements to the Welland Canal aggregated $282, 250, 000 
of which $72,500,000 is interest-free. Interest on the remainder of $209, 750, 000, 
which has been loaned since September 22, 1966, is accrued in the accounts but does 
not become payable until December 31 of the year in which the Minister of Transport 
determines that each modernization project is completed, at which time the terms of 
principal repayment for the loans are to be determined by the Governor in Council. 
Unpaid interest at March 31, 1973, amounted to $29, 481,000. In recent years the Welland 
Canal has had an annual operating deficit exceeding $7 million before providing for 
interest or payment of the loans. 


It is extremely unlikely that the Authority will ever be able to repay its capital 
indebtedness. 


Dike Advances, loans and investments - Domestic - Loans to provincial 
governments - Special program assistance. The amount of $682, 712,000 shown in the 
Statement of Assets and Liabilities for special program assistance loans includes loans 
of $144, 701, 000 made to provincial governments with respect to capital development 
projects to assist in the creation of employment. The loans were made under the following 
appropriations: 


Finance Vote L19a, Appropriation Act No. 4, 1971, 7970-71-72, c. 58 


(authorized $160, 500, 000) $ 144, 580, 000 
Finance Vote Ll2a, Appropriation Act No. 1, 1973, 1973, c. 3 
(authorized $350, 000, 000) 121. 000 


$ 144, 701, 000 


Vote L19a, as amended by Vote L1llb, Appropriation Act No. 2, 1973, 71973, 
c. 4, provides for forgiveness of that portion of the principal amount of the loans that 
is equal to 75% of the normal direct on-site payroll costs incurred and paid before July 
1, 1972. This amendment also authorized the consolidation of loans made under Vote 
L19a, with loans made pursuant to Finance Vote L13c, Appropriation Act No. l, 1971, 
1970-71-72, c. 25, (see paragraph 282 of our 1972 Report). 


In 1972-73, forgiveness claims amounting to $9, 582,000 were charged to 
expenditure and credited to the loan accounts. However, no provision has been made 
in the accounts for additional claims which we estimate will amount to $8. 7 million, 
based on claims totalling $6.2 million received between April 1 and August 31, 1973, 
and an estimated $2.5 million eligible for forgiveness, shown in applications for loans 
for which claims had not yet been received. 


These loans are thus overstated by an estimated $8.7 million for which, in 
our opinion, a reserve for forgiveness of indebtedness should have been established. 
Such a provision would have involved a charge to expenditure in the year. 


28. Advances, loans and investments - Domestic - Miscellaneous - 
Emergency loans to fishermen. As indicated in paragraph 288 of our 1972 Report, 
Fisheries and Forestry Vote L6a, Appropriation Act No. 4, 1970, 1970-71-72, c. 4, 
provided $1, 834, 000 for: 


Loans to commercial fishermen and fish plant workers in accordance with 
agreements with the provinces, for the purpose of income maintenance 
during the 1970-71 fishing season because of closure of the fishery due 
to mercury pollution. 


The arrangements were that the provinces would administer the program 
and Canada would pay one-half of the amount of the loans made and share equally 
the net amounts recovered. The agreement with the Province of Manitoba also 
provided for assignment to the Province of an eligible participant's right to sue 
the party allegedly responsible for the pollution, while Quebec and Saskatchewan 
agreed to ensure that legal steps would be taken against polluters when and if 
such action were feasible. 


In our opinion, the amounts disbursed under this authority were not in 
fact loans to fishermen but rather were payments to provinces of 50% of the provincial 
outlays under an assistance program and it is questionable whether the Vote authorized 
such payments. 


The "loans" do not meet the criteria of being realizable or revenue-producing 
which, according to an explanatory statement appearing in the Public Accounts, 
are followed in the preparation of the Statement of Assets and Liabilities. (See 
paragraph 19 of this Report. ) Consequently, the amounts should have been charged 
to expenditure rather than being set up as active assets of Canada. 


There was no change in the situation during 1972-73, the amount outstanding 
remaining at $1, 372,000, distributed as follows: 


Number of loans Amount 
Manitoba 1, 038 $ 952, 000 
Quebec 376 218, 000 
Ontario 125 193, 000 
Saskatchewan 63 9, 000 


1, 602 So l30 2.000 
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7a) Advances, loans and investments - Domestic - Miscellaneous - Saint 
John Harbour Bridge Authority. In July 1966 Canada entered into an agreement with 
the Province of New Brunswick, the City of Saint John and the Saint John Harbour 
Bridge Authority for the financing, construction and operation of a toll bridge across 
the harbour at Saint John, N.B. 


Loans by Canada include: 


iF $15, 250, 000 advanced to the National Harbours Board, under authority of 
Vote L106b, Appropriation Act No. 7, 1967, 1967-68, c. 8, for the purchase 
of debentures issued by the Authority, of which $136, 000 has been repaid, 
and 


2. $3, 800, 000 advanced by the Municipal Development and Loan Board of which 
$950,000 has been forgiven pursuant to the Municipal Development and Loan 
Act, 1963, c. 13 and $103, 000 has been repaid. 


These loans bear interest at rates from 5 1/4% to 8 1/26 per annum and are repayable 
over a period of 50 years. 


As the required annual payments of interest and principal have regularly exceeded 
the Authority's available revenue, additional funds have been provided by annual 
advances from the Department of Finance under authority of Vote L10le, Appropriation 
Act No. 4, 1966, 1966-67, c.6. Interest at rates from 5 7/8% to 8 1/2% per annum is 
charged on portions of these advances, which now total $4, 934, 000. 


The indebtedness of the Authority to Canada at March 31, 1973, was $22, 809, 000. 
The loans making up this total have been recorded under three separate headings in 
Schedule E to the Statement of Assets and Liabilities, as follows: 


Advances, loans and investments - Domestic - 
Loans to, and investments in, Crown corporations: 


National Harbours Board $ 15,114, 000 
Municipal Development and Loan Board - 

Advances 2, 147, 000 

Miscellaneous: 
Department of Finance - 

Advances 4, 934, 000 

Deferred interest 14, 000 

4, 948, 000 


$ 22, 809, 000 


In our opinion the financing of payments of interest and principal on the original 
loans by additional advances from Canada should be discontinued as it gives the two 
loans the appearance of being revenue-producing assets which are being reduced by 
regular payments when in fact they are not. 
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30. | Advances, loans and investments - Domestic - Miscellaneous - Eskimo 
loan fund. Resources and Development Vote 546, Appropriation Act No. 3, 1953, 7952- 
53, Cc. 54, authorized a special account in the Consolidated Revenue Fund to be known 
as the Eskimo Loan Fund from which, under conditions approved by the Treasury Board, 
loans or investments might be made to or in respect of individual Eskimos or groups 
of Eskimos to promote commercial activities. The amount that may be outstanding at | 
any time had been progressively increased from $50,000 to $800, 000. 


Indian Affairs and Northern Development Vote L61b, Appropriation Act No. 
2, 1973, 1973, c. 4, increased to $1, 800, 000 the amount that may be outstanding at any 
time, and extended the authority to cover loans to a co-operative association, credit 
union, Caisse Populaire, credit society or corporation, where the controlling interest 
is held by Eskimos. 


The conditions prescribed by the Treasury Board provide for the granting 
of loans up to a maximum of $50, 000 and for repayment within five or ten years depending 
upon the amount of the loan, together with simple interest at 5% per annum. No extension 
of the time for repayment can be granted to a date that is more than 15 years from the 
commencement date of the loan without the approval of the Board. 


The balance of the Fund at March 31, 1973, $612,000, represented 72 loans, 
including $121,000, with respect to 7 new loans made during the year and arrears of 
$205, 000 involving 55 loans. 


31. Advances, loans and investments - Domestic - Miscellaneous - Indian 
economic development account. Indian Affairs and Northern Development Vote L53b, 
Appropriation Act No. 1, 1970, 7969-70, c. 24, authorized, for the purposes of economic 
development of Indians, the making or guaranteeing of loans to Indians, groups of 
Indians or Indian bands, or to individuals, partnerships or corporations, the activities 
of which contribute or may contribute to such development. The governing regulations 
make provision for financial assistance, without the approval of the Treasury Board, 
in the form of direct loans, repayment of which is required within 15 years, and loan 
guarantees, provided that all amounts outstanding with respect to any one borrower 
do not exceed $500,000. The total that may be outstanding at any time under the Account 
was increased from $19, 050, 000 to $27, 050,000 by Indian Affairs and Northern Development 
Vote L15; Appropxiation Act No. 3, 1972, 1972, c. 75. 


The balance of the Account at March 31, 1973, $10, 395,000, represented 1, 402 
loans, including 340 new loans made during the year with outstanding balances of 
$4, 606, 000 at that date, and 919 loans on which payments totalling $1, 876, 000 were 
past due. During the year two loans amounting to $3, 000 were written off under authority 
of section 18 of the Financial Administration Act. 
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32. Advances, loans and investments - Domestic - Miscellaneous - Indian 
housing assistance account. Northern Affairs and National Resources Vote L5la, 
Appropriation Act No. 9, 1966, 1966-67, c. 55, authorized loans and advances to Indians 
for the construction of houses in areas other than Indian reserves, and the forgiveness 
of repayment of a loan or any part thereof. The Appropriation also authorized the 
establishment of a special account in the Consolidated Revenue Fund to be known 

as the Indian Housing Assistance Account, to which the loans and advances were 

to be charged and amounts repaid or forgiven credited. By items in various Appropri- 
ation Acts, including Indian Affairs and Northern Development Vote L16 of Appropriation 
Act No. 3, 1972, 7972, c. 15, the total amount that may be charged to the Account 

at any time, after deduction of all outstanding advances, has been progressively 
increased to $7,500,000, and the purposes of the Vote have been extended to cover 

the acquisition of houses and land, to include Eskimos, and to embrace repairs or 
improvements to houses at the time of purchase. The governing regulations provide 
for loans of up to $10,000, secured by a mortgage for a term not exceeding ten years. 


The balance of the Account at March 31, 1973, $6,088,000, represented 802 
loans with outstanding balances of $5,181,000, advances of $814, 000 with respect 
to some 128 loans, and payments of $93,000 made to protect the Department's interest 
in certain loans. During the year repayments due totalling $457,000 and affecting 
534 loans were forgiven, recoveries totalling $156, 000 were made in connection with 
30 loans, and two loans amounting to $13, 000 were written off. 


As the loans are non-interest-bearing and the policy is to forgive the entire 
loan over a period of ten years if specified conditions are met, they do not strictly 
qualify as assets within the criteria quoted in paragraph 19 of this Report. They 
should therefore be offset by an adequate reserve for forgiveness. 


33. Advances, loans and investments - Domestic - Miscellaneous - Indian 
housing loans - Central Mortgage and Housing Corporation. Paragraph 296 of our 
1972 Report noted that this account had been established initially to record advances 
to the Central Mortgage and Housing Corporation to cover the losses sustained by 
the Corporation as a result of housing loans made to Indians, and that its purpose 
had subsequently been extended to include advances in respect of losses arising 
from loans to Indians made by the Farm Credit Corporation. 


We pointed out that the purpose of this special loan account was not clear 
as losses suffered by Crown corporations could not realistically be regarded as assets 
of Canada. We recommended that the balance of the account be charged to expenditure, 
that the accumulated loan appropriation of $380, 000 be revoked, and that the amounts 
required to cover such losses in future be provided for annually in the appropriations 
of the Department of Indian Affairs and Northern Development. 


4] 


The balance of the account remained unchanged during the year at $251, 000. 


It was significant, however, that Indian Affairs and Northern Development Vote 5, Approp- 


riation Act No. 3, 1972, 1972, c. 15, made provision for the guaranteeing of loans made 


by the two Corporations to Indians, groups of Indians and Indian bands up to an aggregate 


amount of $25 million at any time and that in this connection $43, 000 was paid to the 
Farm Credit Corporation from the Vote and charged as expenditure of the year. 


34. Advances, loans and investments - Domestic - Miscellaneous - Assisted 
movement loans. The balance of $328,000 at March 31, 1973, comprises the unrepaid 
portions of 1, 152 loans to Canadian workers who moved from one place to another where 
employment was available. In addition, interest receivable of $114, 000 at March 31, 
1973, calculated pursuant to the loan agreements, has been recorded by the Department 
of Manpower and Immigration in a memorandum account. 


The loans were made under the Manpower Mobility Regulations established 
in 1965 and revoked in 1967 when they were replaced by new regulations providing 
for the payment of removal expenses of workers without recovery. All are now more 
than five years in arrears and there appears to be little prospect of collection. The 
situation remains virtually the same as reported last year. (See paragraph 300 of our 
1972 Report. ) We have recommended that the Department take the necessary steps 
to delete all uncollectable accounts. 


35. Advances, loans and investments - Domestic - Miscellaneous - Assisted 
passage loans. The balance of $4,925,000 at March 31, 1973 ($6, 146, 000 at March 31, 


1972) comprises the unpaid portion of loans made to cover the whole or part of the transpor- 


tation costs of immigrants and their dependants. Non-interest-bearing loans made 


prior to October 1, 1967, account for $3, 615, 000 of the total and the balance of $1, 310, 000 


consists of interest-bearing loans made subsequent to that date. 


Our examination disclosed that loans totalling $2, 600, 000, including non-interest- 


bearing loans of $2,000, 000 are of doubtful value. 


36. Advances, loans and investments - Domestic - Miscellaneous - Loans 


to settlers in the Bow River Project. These loans, which are administered by the Prairie 


Farm Rehabilitation Administration, are made under the authority of Agriculture Vote 
483, Appropriation Act No. 6, 1960, 1960, c. 48, in accordance with regulations of 
the Governor in Council. As explained in paragraph 302 of our 1972 Report, loans 
may be made to a settler in respect of building material for his dwelling, livestock, 
fencing materials, and levelling and improving irrigated land. 


42 


Some years ago the Governor in Council provided for the consolidation under 
one agreement of these loans and all other debts due to the Crown by a settler. As 
a consequence of this, commencing in August 1967 the portions of repayments applicable 
to these particular loans have not been segregated, and instead the amounts recorded 
as repayments of the loans have been calculated by prorating receipts according to 
a formula. 


In a review of the Administration's records we noted loans aggregating $37, 600 
owing by 25 settlers at March 31, 1967, which had been completely repaid by March 
31, 1973, although amounts allocated by the Administration as repayments against the 
asset account totalled only $8, 800, of which $5,200 stemmed from the proration since 
August 1967 of receipts from the settlers according to the formula. As a consequence 
it is clear that through the application of the formula the loan account has not been credited 
over the years with the proper portion of the settlers' payments, and the balance of 
$136, 000 reported in the Public Accounts at March 31, 1973, is considerably in excess 
of the total of the actual amounts owing by the individual settlers. 


While these loans and Canada's other interests in the Bow River Project are 
to be transferred to the Province of Alberta in accordance with an agreement dated 
March 29, 1973, the balance in the account should be adjusted to reflect the actual 
amount outstanding prior to any transfer being made. 


37. Advances, loans and investments - Domestic - Miscellaneous - Loans 
to parolees. In paragraph 304 of our 1972 Report we referred to unpaid balances totalling 
$6, 921 with respect to loans made during the period February 1963 to September 1969, 
under the authority of Justice Vote L10, Special Appropriation Act, 1963, 7963, c. 2, 
to assist parolees in their rehabilitation. These loans had been outstanding from three 
to nine years and the likelihood of collection appeared remote. No action was taken 
with respect to them during the year and the balance was unchanged at March 31, 1973. 


Loans subsequent to September 1969 have been made under the authority of 
Solicitor General Vote L103b, Appropriation Act No. 1, 1969, 1968-69, c. 23, which 
authorized the establishment of the Parolees' Loan Account and stipulated that the total 
amount that may be outstanding at any time is not to exceed $10,000. At March 31, 
1973, the Public Accounts show $9, 500 as the total of the outstanding balances of all 
loans made under this authority. However, other loans totalling $2, 700 had not been 
recorded before the accounts were closed. Consequently, the balance shown in the 
Public Accounts is incorrect and the limit established by Parliament has been exceeded. 
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38. Advances, loans and investments - External - Loans to national 
governments - Special loan assistance. Since 1964-65, Appropriation Acts have authorized 
a total of $951 million in special loan assistance to developing countries and to recognized 
international development institutions. Agreements to lend have been entered into 
with 43 countries, four regional development banks and one group of three countries. | 
During the year two outstanding loans totalling $5, 105,000 were cancelled and the amounts | 
charged to expenditure as outright grants. At March 31, 1973, the outstanding balance 
of loans to 46 signatories was $596,177,000, a net increase of $165, 380, 000 during the 
year. Twenty-four countries have received two or more loans. The loans and advances 
outstanding may be classified as follows: 
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LOANS TO NATIONAL GOVERNMENTS - 


Repayable over 40 years, following a grace 
period of 10 years from the date of 
execution of each agreement - 

Interest-free - 118 loans 

Interest at 3/4 of 16 per annum - 27 loans 


Repayable over 30 years, following a grace 
period of 10 years - 
Interest-free - 1 loan 


Repayable over 30 years, following a grace 
period of 5 years - 

Interest-free - 1 loan 

Interest at 3/4 of 16 per annum - 1 loan 


Repayable over 23 years, following a grace 
period of 7 years - 
Interest at 3% per annum - 25 loans 


Repayable over 20 years, following a grace 


period of 5 years* - 
Interest at 6% per annum - 1 loan 


LOANS AND ADVANCES TO RECOGNIZED 


Marchal) 1975 


$ 488,999, 000 
43, 412, 000 


994, 000 


361, 000 
3, 028, 000 


31, 705, 000 


2,986, 000 


571, 485, 000 


INTERNATIONAL DEVELOPMENT INSTITUTIONS- 


Interest-free advances to the Asian 
Development Bank, the Caribbean 
Development Bank and the Inter-American 
Development Bank, repayable if and when 
Canada decides to withdraw its advances 


Loan to the Central American Bank for 
Economic Integration, repayable over 40 
years, following a grace period of 10 
years - 

Interest at 3/4 of 1% - 1 loan 


45 


24, 566, 000 


126, 000 
24, 692, 000 


$ 596,177, 000 


MarcheGihaig72 


$ 361, 178, 000 


41, 327, 000 


994, 000 


300, 000 
3571345000 


lyf SE 2000 


3, 249, 000 


427,913, 000 


2, 758, 000 


126, 000 
2, 884, 000 


$ 430, 797, 000 


Canada's investments in the Asian Development Bank and the Caribbean Develop- 
ment Bank, and investments in, and loans to, other international organizations are 
included in the Statement of Assets and Liabilities under the heading "Subscriptions 
to capital of, and working capital advances and loans to, international organizations. " 


39. Annuity, insurance and pension accounts - Other - Government annuities 
account. Section 15(1) of the Government Annuities Act, R.S., c. G-6, requires that 
the Government Annuities Account include among its liabilities at the end of each fiscal 
year "the present value of the prospective annuities contracted for up to the end of 
such fiscal year". In paragraph 225 of our 1972 Report we questioned whether this 
requirement constituted sufficient authority for recording an actuarial deficiency of 
$1, 225,000 at March 31, 1972, as a statutory vote charge in order that the Account 
might be credited with the amount of the deficiency. 


At March 31, 1973, the same procedure was followed, with $1, 787, 000 being 
credited to the Account to cover an actuarial deficiency at that date and recorded as 
a statutory vote charge of the Department of Manpower and Immigration. We again quest- 
ion whether the Act provides adequate authority for this charge. 


The amount of the deficiency was established after a preliminary valuation 
was carried out to meet the deadlines established for the preparation of the Public 
Accounts. A subsequent valuation of the Account disclosed that the deficiency was 
only $768,000. At March 31, 1973, the balance in the Account as shown in the Public 
Accounts was therefore overstated by $1,019,000. An adjustment of this amount is 
to be made in 1973-74. 


40. Memorandum accounts receivable - General comment. Taxes and sundry 
accounts receivable are not recorded as assets in the Statement of Assets and Liabilities 
but information regarding these accounts at March 31, 1973, in comparison with the 
corresponding information at the close of the preceding year, is presented in the Compar- 
ative Statement of Accounts Receivable in section 30 of Volume II of the Public Accounts. 
This Statement shows a total of $668 million of which $33 million is classified as uncollect- 
able. 


Test examinations during the year indicated that in some departments the handling 
of accounts receivable continued to fall short of desirable standards. Comments on 
these departments and pertinent information with regard to the receivables of other 
departments appear in the ensuing paragraphs. 
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41. Accounts receivable - Department of National Defence. In paragraph 
263 of last year's Report we referred to the discontinuance of the use of control accounts 
by the Department in February 1972. During the year the Department introduced 
a program to reinstate these controls and to improve other internal controls. While 
control accounts had been established for most groups of accounts, the program had 
not been fully implemented at the year-end and certain internal control procedures, 
including the follow-up of long-outstanding accounts, remained to be strengthened 
with responsibilities clearly defined. 


This Department reported accounts receivable of $23, 035,000 at March 31, 
1973, but this does not include accounts totalling $1, 438,000 for goods supplied and 
services rendered to outsiders in 1972-73 which had not been invoiced during the 
year. On the other hand it does include interdepartmental accounts totalling $334, 000 
which had been paid in April 1973 and charged to 1972-73 appropriations of the 
departments concerned. These, together with other sundry errors, indicate that 
the total of the receivables shown for this Department in the Comparative Statement 
of Accounts Receivable in the Public Accounts has been understated by $1, 019, 000. 


The bulk of the following amounts has been outstanding for a considerable 


time: 
United Nations - Special funds $ 7,241, 000 
International Commissions for Supervision and 
Control in Cambodia, Laos and Viet-Nam 1, 434, 000 
Assistance to provinces 869, 000 


Until reimbursement is made, the amounts remain a charge to Defence appropriations 
which were not provided by Parliament for these purposes. 


The balance of $7,241,000 due from special funds of the United Nations 
represents costs incurred by the Department in participating in United Nations peacekeep- 
ing operations. Included are accounts in respect of operations in the Congo until 
1964, $804,000; the Middle East until 1967, $4,702,000; and in Cyprus, $1, 029, 000. 
The latter does not include an estimated $480, 000 not yet invoiced in respect of 1972- 
73 operations. Difficulties encountered by the United Nations in the collection of 
contributions from member states have prevented settlement of these accounts. 


The amount of $1, 434, 000 represents costs incurred by the Department in 
serving on the International Commissions for Supervision and Control in Cambodia, 
Laos and Viet-Nam. The amount is owing to Canada from the fund known as the "Common 
Pool" established by the Geneva Conference on the problem of restoring peace in 
Indo-China. No payment has been received since 1963 and we understand that the 
failure of the People's Republic of China to continue its contributions has resulted 
in the "Common Pool" being unable to pay all of the costs for which it is responsible. 
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comprises amounts owing by the Provinces of Newfoundland, Nova Scotia, Prince 
Edward Island, Quebec, Saskatchewan and British Columbia and the Northwest Territ- 
ories, for assistance provided in civil emergencies between 1958 and 1973. In each 
case the assistance was provided on the written undertaking of each Province to reimburse 
the Federal Government for any costs incurred by it. We have noted in previous 
Reports (paragraph 135 in 1972) that the Department has not been successful in collect- 
ing the accounts and that in 1968 it sought the assistance of the Federal-Provincial 
Relations Secretariat of the Privy Council Office. The Public Accounts Committee 

has considered these accounts in previous years and made recommendations to assist 

in their collection (see Appendix 1, item 3). The Minister of National Defence indicated 
to the House in September 1971 that the Executive would shortly deal with arrears 

of the provinces. 


The balance of $869, 000 reported as owing in respect of assistance to provinces 
| 
| 
| 


As stated in our Report last year it is not the practice to include in accounts 
receivable the debit balances in pay accounts of serving members of the Canadian 
Forces. Under the new Central Computational Pay System the total of overpayments 
of pay and allowances and other debit balances should be available for inclusion in 
the Comparative Statement of Accounts Receivable. However, a summary of pay accounts 
with debit and credit balances, prepared as at March 31, 1973, proved to be unreliable 
because of numerous errors. It is presently being re-examined by the Department. 


42. Accounts receivable - Department of National Revenue, Customs and 
Excise. The accounts receivable reported by the Customs and Excise Division of 
the Department of National Revenue amounted to $15, 225,000 at March 31, 1973, compared 
with $19, 412,000 at March 31, 1972. These accounts receivable do not include duties 
and taxes owing on goods that have been imported illegally where the Minister had 
not rendered a decision as to the penalties to be imposed. 


In previous Reports (paragraph 258 in 1972) we have remarked that the 
Customs and Excise Division has been trying for several years to extend the system 
of control accounts to include all receivables. However, this has not yet been accomplished 
with respect to duties and taxes on importation, customs seizures, investigations 
and miscellaneous causes amounting in the aggregate to $4.6 million at March 31, 
1 i 


There is no requirement that interest be charged on overdue accounts although 
a monthly penalty of 2/3 of 16 is charged on overdue excise taxes. 
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43, Accounts receivable - Department of Transport. At March 31, 1973, 
the accounts receivable of the Department of Transport totalled $5, 914,000 of which 
$4, 182, 000 related to the Canadian Air Transportation Administration, including 
$1, 963, 000 (47%) which had been outstanding for more than 30 days and was therefore 
past due. 


In our 1972 Report (paragraph 216) we drew attention to inadequacies in 
the administration of the accounts receivable of the Canadian Air Transportation 
Administration, with particular reference to international traffic accounts for radiotele- 
grams and radiotelephone calls. These accounts amounted to $723, 000 at March 31, 
1973. Our review revealed that billings were current compared with the five-month 
delay reported last year. However, no listings of accounts receivable were prepared 
to indicate the age of the indebtedness, no routine follow-up action with respect 
to overdue accounts was taken during the year, and no control account is maintained 
to which billings and collections may be reconciled. As reported last year, these 
deficiencies, which the Department had expected to correct by the end of 1972-73, 
were attributed to the conversion from a manual to a computerized operation. 


In the summer of 1973 the Department received a report from a firm of consult- 


ants which identified problem areas and recommended changes in the computerized 
system. This report is presently being evaluated. 
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COMMENTS BY THE AUDITOR GENERAL ON THE FINANCIAL STATEMENTS AND 
OPERATIONS OF CROWN CORPORATIONS AND OTHER AGENCIES AND ORGANIZATIONS 


Ay, Crown corporations. The Auditor General is auditor or joint auditor 
of the following Crown corporations whose accounts and financial statements were 
examined for their financial years terminating during, or coinciding with, the 
fiscal year ended March 31, 1973: 


Atlantic Pilotage Authority 

Atomic Energy of Canada Limited 

Canada Deposit Insurance Corporation 

Canadian Arsenals Limited 

Canadian Broadcasting Corporation 

Canadian Commercial Corporation 

Canadian Dairy Commission 

Canadian Film Development Corporation 

Canadian Livestock Feed Board 

Canadian National (West Indies) Steamships, Limited 
Canadian Overseas Telecommunication Corporation 
Canadian Patents and Development Limited 
Canadian Saltfish Corporation 

The Company of Young Canadians 

Crown Assets Disposal Corporation 

Defence Construction (1951) Limited 

Eldorado Aviation Limited 

Eldorado Nuclear Limited 

Export Development Corporation 

Farm Credit Corporation 

Freshwater Fish Marketing Corporation 

Great Lakes Pilotage Authority 

Laurentian Pilotage Authority 

The National Battlefields Commission 

National Capital Commission 

National Harbours Board 

Northern Canada Power Commission 

Northern Transportation Company Limited and subsidiary company 
Pacific Pilotage Authority 

Polymer Corporation Limited and subsidiary companies 
Royal Canadian Mint 

St. Clair River Broadcasting Limited 

The St. Lawrence Seaway Authority 

The Seaway International Bridge Corporation, Ltd. 
Uranium Canada, Limited 
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Since the Auditor General has not been appointed the auditor or the joint 
auditor of the following Crown corporations and public instrumentalities, their 
accounts were not examined by him during the year: 


Air Canada 

Bank of Canada 

Canadian National Railways 

The Canadian National Railways Securities Trust 
The Canadian Wheat Board 

Cape Breton Development Corporation 

Central Mortgage and Housing Corporation 
Industrial Development Bank 


45. Capital budgets of Crown corporations not tabled in Parliament. 
Section 70(2) of the Financial Administration Act requires that: 


For each corporation the appropriate Minister shall annually 
lay before Parliament the capital budget for its financial year approved 
by the Governor in Council on the recommendation of the appropriate 
Minister, the President of the Treasury Board and the Minister of 
Finance. 


The capital budgets of The St. Lawrence Seaway Authority and the 
National Harbours Board for the year ended December 31, 1972, received the 
approval of the Governor in Council on October 5, 1972 and November 9, 1972, 
respectively, but neither was laid before Parliament. The capital budget of the 
Canadian Broadcasting Corporation for the year ended March 31, 1973, was 
submitted to the Secretary of State, the appropriate Minister, in November 1971, 


but has not been approved by the Governor in Council nor laid before Parliament. 


46. Unusual loss on a partnership operation. In previous years 
(paragraph 72 in 1972) we have reported on the investment of $1.6 million 
by the Canadian Broadcasting Corporation in a wholly-owned subsidiary 
company, St. Clair River Broadcasting Limited (St. Clair), which in turn 
had entered into a partnership agreement with a private company to 
purchase Windsor television station CKLW with effect from March 1, 1970. 
St. Clair's investment in the partnership, a one-quarter interest, had been 
impaired by operating losses of the television station since its 
acquisition. 
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By March 31, 1973, St. Clair's investment, then amounting to $1, 679, 000, 
had been impaired to the extent of $1, 558,000, its share of the $6, 232,000 accumulated 
loss of the television station to that date. In addition, during the same period St. 
Clair absorbed interest costs of $653,000 on its partner's notes, and administration 

_ expense of $11,000, while earning investment income of $332,000, including $302, 000 
interest on cash contributed to the partnership. Its loss to March 31, 1973, thus 
amounted to $1, 890, 000. 


The equity of the Canadian Broadcasting Corporation in St. Clair has therefore 
been reduced from $1, 600, 000 at March 1, 1970, to a deficiency of $290,000 at March 
31, 1973. No provision for this loss has been made in the accounts of the Corporation 
but attention was drawn to the loss in a note to its financial statements at March 31, 
1973. 


It should be noted that the Corporation, through its subsidiary, St. Clair, 
will have to absorb the full amount of the loss ($6, 232,000 to March 31, 1973) suffered 
in the operation of the television station because of the requirement in the partnership 
agreement that, on or before May 31, 1975, St. Clair purchase its partner's share 
at cost, $3, 750,000, plus interest, and the partner's share of any accrued profits 
to date of sale. 


47, Reduction of contract cost over-run by application of revenue. Since 
1946 the Canadian Commercial Corporation has provided procurement services in 
Canada for governments of other countries and for international organizations. 


In 1964, the Government and the Board of Directors, after having considered 
the future status of the Corporation, decided that it should be retained as a legal 
entity but that its functions should be transferred to and performed by the Department 
of Defence Production, now the Department of Supply and Services. At about the 
same time it was proposed by the Minister of Finance, with the concurrence of the 
then Minister of Industry, that having in mind the Corporation's dependence on parliam- 
entary appropriations, its miscellaneous income, such as interest earned on funds 
advanced to suppliers, should be annually paid into the Consolidated Revenue Fund. 


In 1972-73 a noteworthy exception occurred when substantial interest and 
other revenue was applied to reduce the cost over-run on a large ceiling-price contract 
for aircraft which had been entered into with a foreign government prior to the comple- 
tion of negotiations with the suppliers. Although in our view the cost over-run should 
have been reported as $5,525,000, it was shown as $2, 801,000 after revenue of $2, 724, 000 
had been applied to reduce it. Our report to the Minister of Supply and Services 
on the financial statements of the Corporation for the year ended March 31, 1973, 
was qualified accordingly. 


Details of the amounts the Corporation applied to the cost over-run are: 


ay) 


(a) $1, 728, 000 - an additional interest payment by the foreign government for 
Canadian government financing of suppliers during certain periods of the 
production contract. These financing costs had not been included in the 
production contract costs and clearly should have been treated in the same 
manner as other interest earnings. 


(b) $412, 000 - extra administrative services provided to the foreign government 
in previous years under a separate contract. These services consisted of 
salaries, travel and computer costs originally charged to an appropriation. 
The services are therefore non-tax revenue - refund of previous years' 
expenditure. 


(c) $584, 000 - the excess of insurance proceeds over the amount paid to the 
Department of National Defence with respect to a Crown-owned aircraft which 
crashed while on loan to the foreign government. 


In our opinion these amounts totalling $2, 724, 000 should have been paid 
into the Consolidated Revenue Fund as part of the Corporation's 1972-73 revenue. 


48. Improper retention of public money. In paragraph 74 of our 1972 
Report we described in detail how through a multiplicity of agreements, the Canadian 
Commercial Corporation had retained funds made available through the sale of Crown- 
owned aircraft to a foreign country instead of depositing them to the credit of the 
Receiver General. In due course these funds were to be applied towards the acquisition 
of other aircraft and related materiel and services required by the Department of 
National Defence. 


By March 31, 1973, the Corporation had received $33, 953,000 in connection 
with the sale of the aircraft comprising $5, 629,000 as a down payment, $25, 073, 000 
from the sale of the foreign country's notes, a sales tax rebate of $1,990,000, and 
interest of $1,261,000 earned on invested funds. Of this total, $24,220,000 had been 
used by the Corporation, to make progress payments for the acquisition of other 
aircraft and related materiel and services. Consequently $9, 733,000 derived from 
the sale of the aircraft remained in the possession of the Corporation at the year-end. 


Last year the President of the Treasury Board informed us that in the opinion 
of his legal advisers the retention of the funds by the Corporation for the purpose 
of acquiring the replacement aircraft was lawful. We reiterate that, if this is so, 
the Financial Administration Act should be amended to ensure that the retention of 
funds in such circumstances can no longer be considered lawful. 
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49. Contribution towards the promotion of bilingualism in the National 
Capital Region. The objects and purposes of the National Capital Commission, as 
set out in the National Capital Act, R.S., c. N-3, are "to prepare plans for and assist 
in the development, conservation and improvement of the National Capital Region 
in order that the nature and character of the seat of the Government of Canada may 
be in accordance with its national significance". In furtherance of its objectives 
the Commission may, /nter alia, "co-operate or engage in joint projects with, or 
make grants to, local municipalities or other authorities for the improvement, development 
or maintenance of property". 


In May 1972 the Governor in Council approved, as a "capital project" of 
the Commission, the making of contributions to municipalities and other authorities 
for the promotion of bilingualism in the National Capital Region, subject to Treasury 
Board approval of the details of such projects in 1972-73 and each subsequent fiscal 
year. 


It is doubtful whether the promotion of bilingualism in the National Capital 
Region on which the Commission spent $51, 000 in 1972-73 falls within the term "capital 
project" which is defined in the Act as "(a) the construction or acquisition of parks, 
squares, highways, parkways, bridges, railways, buildings and any other works 
for the purposes of this Act, or the acquisition of property therefor; or (b) a contribut- 
ion to a local municipality or other authority in respect of the cost of a project of 
the municipality or authority". 


Furthermore, provision is made in the appropriations of the Department 
of the Secretary of State for grants and contributions for the development of 
bilingualism. 


50. Certification of the accounts and financial statements of the National 
Harbours Board. In paragraph 154 of our 1972 Report we noted inadequacies and 
weaknesses in the Board's accounting and administrative procedures and the system 
of internal control because of which we were unable to express an opinion as to the 
correctness of the Board's accounts and financial statements for the year ended December 
31, 1971. In our report of March 29, 1973, to the Minister of Transport on the audit 
of the Board's accounts and financial statements for the year ended December 31, 

1972, the opinion expressed as required by section 77 of the Financial Administration 
Act was subject to the following: 


Considerable progress has been made in clearing up deficiencies in 
the Board's financial administration which made it impossible for me to express 
an opinion on the validity of either the accounts or the financial statements 
of the Board for the year ended December 31, 1971. However, a number 
of transactions have still not been finalized in a satisfactory manner and 
continue to present a possibility of loss to the Board. 
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Although the Board lacks authority to borrow for other than a short 
term and then only from the Minister of Finance, it has entered into agreements 
as outlined in note 6 to the financial statements for the acquisition of funds 
for capital construction, which are to be repaid over extended periods. 


The loans referred to are dealt with in paragraph 51 of this Report. 


The matters referred to in our 1972 Report which are still outstanding are 


summarized below: 


(a) 


(b) 


(c) 


(d) 


(d) 


The leases with the three operators of certain pier facilities at Vancouver 
Harbour have still not been completed despite the fact that the facilities have 
been operated by them since 1968. The amounts due under tentative agreements 
with the operators are being paid on a current basis except that one of the 
operators is withholding $150, 000 to offset expenditures incurred on behalf 

of the Board for the construction of buildings. The Board is contemplating 
reassuming the stevedoring operations on the expiration of the tentative 
agreements on September 30, 1973. Four tenants in Montreal and one in 

Saint John continue to occupy Board property without leases (see paragraph 

155 of our 1972 Report). 


The Board is failing to ensure the collection of the full amount of harbour 
dues properly payable by not examining the cargo-carrying condition of 
vessels entering the harbours and by accepting the ship agents' declarations 
of tonnage without verification (see paragraph 156 of our 1972 Report). 
Instructions have not yet been given to port officials to correct this situation. 


The Board does not take deck cargo space into consideration in assessing 
harbour dues. We are of the opinion that this space should be taken into 
account. The Board's by-laws should be revised to provide support for 
the collection of the full revenue to which we feel the Board is entitled (see 
paragraph 157 of last year's Report). 


The extent to which land vested in the Board at the Quebec Harbour has 

been taken over by the Province of Quebec and the Canadian National Railways 
(see paragraph 158 of our 1972 Report) has still not been fully determined 

and no receivables have been recorded in the Board's accounts with respect 

to this land. 


Recovery in respect of a defalcation of $49, 600 by a former employee of the 
Board who forged payees' endorsements on cheques issued by the Board 
has not yet been made from the bank that accepted the forged endorsements, 
nor has the bank been relieved of its obligation (see paragraph 159 of our 
1972 Report). 
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We have again been assured by the Board that continuing efforts are being 
made to remedy remaining weaknesses and to settle matters still outstanding as 
speedily as possible. 


51. Amounts borrowed from outsiders to finance National Harbours 
Board capital projects. The National Harbours Board receives funds for capital 
purposes by means of parliamentary appropriations and the Board has no borrowing 
powers other than the right to borrow up to $1 million from the Minister of Finance 
to meet short-term working capital requirements. Notwithstanding this, the Board 
during the year obtained from two outside sources funds for projects that were 
not covered by parliamentary authorizations. Details of these follow: 


, The Board obtained $1, 506, 000 from the lessees of the new container terminal 
at Halifax Harbour to cover construction costs incurred beyond the $13. 2 
million expenditure limitation set by the Treasury Board. An arrangement 
with the lessee provides that when the Board considers its cost recovery 
position with respect to the terminal satisfactory, it will recommend to 
the Treasury Board some arrangement mutually acceptable to the Board 
and the lessee whereby the lessee can recover its contribution or alternatively 
such portion of that contribution as is permitted by the Board's cost recovery 
position. 


a The Province of New Brunswick advanced $725, 000 to the Board under 
an agreement dated July 13, 1972 to finance the construction of a new terminal 
at Saint John, presently estimated to cost $21 million. The Province's 
investment in the terminal, the title to which immediately vests in the Board, 
is repayable, with interest, from net revenue of the terminal and the existing 
terminal at Pier 1, as determined by the Board after consultation with the 
Province, during the period commencing July 1, 1973 and ending June 
30, 1993, or by the Board exercising its right to repay the Province its 
investment in the terminal at any time. 


These transactions gave rise to the following qualification in our report 
of March 29, 1973, to the Minister of Transport on the audit of the Board's accounts 
for the year ended December 31, 1972: 


Although the Board lacks authority to borrow for other than a short 
term and then only from the Minister of Finance, it has entered into agreements 
as outlined in note 6 to the financial statements for the acquisition of funds 
for capital construction, which are to be repaid over extended periods. 
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52s Inability to express an opinion as to the correctness of the accounts 
and financial statements of the National Museums of Canada. In previous years, we 
have found it necessary to draw the attention of management to inadequacies and 
unsatisfactory conditions in the Corporation's accounting procedures and the system 
of internal control, although we were satisfied that these did not materially affect 
the correctness of the accounts. However, in our review of the accounts and financial 
statements of the Corporation for the year ended March 31, 1973 we found that the 
records and internal control had deteriorated to such an extent that we were unable 
to express an opinion on them, and we so reported to the Acting Chairman of the 
Board of Trustees on June 29, 1973. Subsequently, the matters of audit concern 
were Summarized in a letter to management. These were: 


I. Lack of adequate inventory records. The use of warehouse inventory cards 
was discontinued during the year, leaving only the records of the Financial 
Services Division as a control on the warehouse inventory. These records 
were inadequate and the balances shown by them indicated quantities on 
hand which differed from the physical count in respect of 85 of 90 publications, 
resulting in a net difference of $63, 000. 


Ze Failure to count and record inventory. Not included in the inventory 


valuation was an amount of $11,000 relating to 2, 134 copies of two publications 
which were still at the printers. Certification that the goods had been received 
had been given however, and the relevant invoices had been paid. The 
inventory valuation should, therefore, have been adjusted to provide for 

this. 


Clear and precise instructions with respect to stock-taking were not 
given and the instructions that were issued were sometimes ignored. It 
was also evident that the warehouse staff was unable to distinguish between 
the Special Account inventory and inventory acquired through other appropri- 
ations of the Corporation. 


Ss Unexplained inventory shortages. There appeared to be major shortages 
in several publications as follows: 
Arts and the Courts $ 39,000 
Courts, Church and Castle 4,000 
Thomas Davies Catalogue 3,000 
Fontainebleu 3, 000 


After the year-end a partial accounting was made of the publication, Arts and 
the Courts, but a shortage of 2, 884 copies costing approximately $23, 000 
remains unexplained. We understand that an attempt is being made to 
reconcile these differences but it is doubtful whether this can be done 
because of the lack of control over inventories and of requisitions, which 

are not pre-numbered. 
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Lack“of quantitative limits with respect to inventory. There were no 


established limits with respect to the ordering or re-ordering of postcards. 
The inventory count sheets disclosed that 1, 419, 000 postcards were on hand 
at the year-end. At the present rate of sales, approximately 120,000 per 
annum, this represents an 11 or 12 year supply. 


The recording as sales and purchases of items transferred between divisions 
of the Corporation. Our test examination disclosed that numerous transfers 


of goods from one division of the Corporation to another were recorded as 
sales by one division and as purchases by the other, resulting in the inflation 
of both sales and purchases by $24, 000. 


The recording of sales in the wrong account. Prints of the Spitfire aircraft 


were donated to the Museum of Science and Technology and placed on sale. 
Revenue from the sale of approximately 1,525 prints at 50 cents each was 
credited to the Special Account instead of to the Trust Account as is required 
by Section 10(2) of the National Museums Act, R.S., c. N-12. This section 
states in part that, 


There shall be established in the Consolidated Revenue 
Fund a special account to be known as the National Museums 
Trust Account to which shall be credited....all moneys 
received by the Corporation from the sale of any real 

or personal property acquired by the Corporation by 

gift, bequest, or otherwise. 


Breaches of the Receipt and Deposit of Public Money Regulations. The 


Receipt and Deposit of Public Money Regulations require all public money 

to be deposited daily to the credit of the Receiver General if the total on hand 
is $100 or more, or at least once a week if the total is less than $100. Revenue 
from various sales centres was received in the Financial Services Division 

on an average of every four days in amounts substantially in excess of $100. 


The recording of purchases in the wrong account. 1, 800 copies of a public- 


ation costing approximately $14,000, which were purchased from funds in 
the Special Account, were actually delivered directly to the National Gallery 
and were not recorded in the stock of the Special Account. Because of the 
failure to prepare an internal requisition the purchase was not charged to 
the National Gallery operating budget. 
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10. 


Breach of internal procedures and Government regulations with respect to 
a publication of the National Gallery. In January 1972 an officer of the 


National Gallery of Canada, without obtaining the necessary authority, reques- 
ted a bid from a firm on a catalogue to be published in the English language. 
He also requested a bid from another firm for the same catalogue in the French 
language. Both firms were then instructed to proceed with the work. 


In July 1972 an invoice in the amount of $22,940 was received for the 
English language version, an increase of $13, 990 over the original estimate. 
In August 1972 an invoice for $18, 645 was received for the French language 
version, an increase of $7, 145 over the original estimate. 


It was decided to seek Treasury Board authority to ratify the "contracts" 
on a quantum meruit basis, and a draft submission, in February 1973 recited 
all the facts of the matter including the exceeding of authority. The submission 
also stated that: 


The Director of the National Gallery has been informed on numerous 
occasions of breaches of internal policies and procedures as well 

as breaches of the Government Contracts Regulations by various officers 
within the National Gallery of Canada. 


Later in February after discussion with Treasury Board officials, all critical 
comments were removed from the submission and the Board approved of 

the payments. We have been unable to determine what remedial and disciplinary 
action, if any, has been taken to ensure that such a breakdown of internal 
control procedures does not recur. 


Improper use of the Purchase Account for the making of grants to other 


museums. During the year the Purchase Account was used to acquire two 
items with the specific intention of donating them to certain other museums. 

In March 1973, the Board of Trustees authorized the transfer of title to the 
Borduas collection to the Musée d'Art Contemporain, Montreal, and the transfer 
of title to the "Portrait of Madame Mercier" by Greuze to the Montreal Museum 
of Fine Arts. As these purchases were made with the specific intention of 
donating them to other institutions, and as payments out of the Purchase 
Account can be made only for "objects for the collections of the Corporation", 
such purchases constitute grants to these institutions and therefore should 
have had parliamentary approval. The Board of Trustees authorized payment 
for the "Portrait of Madame Mercier" from the Emergency Purchase Fund. 

At March 31, 1973, the cost remained a charge to the National Gallery portion 
of the Purchase Account. 
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ti. Lack of guidelines to differentiate between objects for the collections of 
the Corporation and items for the general operating use of the Corporation. 


Guidelines have not been prepared to distinguish between objects which 

by their nature are chargeable to the Purchase Account and those for design 
and display or other purposes which are chargeable to the general program 
expenditure of the Corporation. We understand that proposals in this regard 
are under consideration. 


2. Absence of a contract and Treasury Board approval for cleaning services. 


Payments were made to a building-cleaning company on the basis of monthly 
purchase orders over a three-year period as follows: 


LOW Ot $18, 000 
Es Mi a bee 2 19, 000 
de Aled 19, 000 


Treasury Board authority should have been obtained, as tenders were not 
sought for the service and a proper contract should have been entered into. 


The Corporation has given us its views on many of the foregoing matters 
and has indicated the steps already taken or planned to remedy the inadequacies 
in procedures and controls. We are concerned, however, that no action has been 
taken with respect to a policy paper on the Special Account prepared by the 
Corporation's Financial Services Division in September 1972 and presented to 
the Directors' Planning Committee for consideration at its meeting of January 9, 
1973. The Committee's decision was to leave it in abeyance for an indefinite period. 
As the paper was designed to correct many of the control weaknesses to which we 
refer, it merits a careful review by the Committee. 


53: Inability of Air Canada and Canadian National Railways to provide 
audited financial statements. A note to the financial statements of both Air Canada 
and Canadian National Railways in Volume III of Public Accounts reads as follows: 


The C.N.R. Financing and Guarantee Act, 1973, which would retroactively 
appoint auditors for....has yet to complete second reading in the House. 
In the absence of the passage of this legislation the Crown Corporation is 
unable to provide audited financial statements reporting on its 1972 operations. 
However, unaudited statements have been provided for publication in the 
Public Accounts. 
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OBSERVATIONS BY THE AUDITOR GENERAL REPORTED IN ACCORDANCE WITH THE 
REQUIREMENTS OF SECTION 61(1)(a) TO (f) OF THE FINANCIAL ADMINISTRATION ACT 


Section 61(1) (a) any officer or employee has wilfully or negligently omitted 
to collect or receive any money belonging to Canada. 


54. Weakness in control of defence industry productivity program. Under 
the Crown's program to provide the Canadian defence industry with financial assistance 
for product development and for the establishment of Canadian sources of supply, 
the Department of Supply and Services, on behalf of the Department of Industry, 

Trade and Commerce, has entered into agreements providing for Crown contributions 

to approved projects on terms and conditions approved by the Treasury Board. 

Although not required by the text of Industry, Trade and Commerce Vote 10, the 
agreements generally include a repayment provision whereby, in certain circumstances, 
the Crown may recoup its contribution from profits realized by the contractor on 
production resulting from the project assisted. Alternatively, the contractor may 

invest an equivalent amount in further development work. In previous Reports (paragraph 
100 in 1972) we have commented on weakness in the administration of this program 

in respect of procedures for the determination and collection of amounts which become 

due to the Crown under the agreements. 


Our review of development assistance agreements during the year has disclosed 
numerous instances where the agreements have omitted, without authority, one of 
the standard terms and conditions approved by the Treasury Board respecting the 
sharing of proceeds of sale of prototypes. Two cases were noted where the omission 
resulted in the Crown not receiving revenue, estimated at $1. 4 million and $62, 800, 
to which it would otherwise have been entitled. 


55: Internship salaries improperly retained by Canadian Forces medical 
officers. In paragraph 121 of our 1972 Report we referred to the Medical Officers 
Training Plan under which medical students are enrolled in the Canadian Forces 
as officers and receive from the Department of National Defence the pay prescribed 
for their rank. In 1960 the Department had learned that certain civilian hospitals 
at which officers were serving their internships were paying them salaries in addition 
to their Service pay. At regular intervals thereafter the Department had advised the 
hospitals that they were neither expected nor required to pay additional remuneration 
to Service medical officers. The interns had been similarly advised that departmental 
policy of long standing required that any payment they received from a civilian 
institution while attending internship, residency or other training be remitted 
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immediately to the Receiver General and that retention of payment in these 
circumstances constitutes an offence under the National Defence Act, R.S., c. N-4. 
Notwithstanding these and other measures the irregularity continued. The Department 
had found that 38 interns received remuneration totalling $114, 000 from hospitals 

in the period June 1970 to February 1972, and it took action to recover this amount. 


During 1972-73 the Department became aware that remuneration totalling 
$10, 000 had been received by an additional eight interns, one in 1971-72 and seven 
in 1972-73. To March 31, 1973, $101, 000 of the total amount improperly received 
by the 46 officers had been recovered by the Department, $4,000 had been repaid 
improperly by one officer to the hospital, and payments totalling $5,000 to another 
officer were reclassified as a loan by the hospital. 


The Department considers that no chargeable service is being performed 
by the interns and that the training is arranged for the ultimate benefit of the Department, 
not the hospital. However, the hospital also receives a benefit as is evidenced by 
its willingness to pay its interns, both civilian and military. If the Department, 
which pays its interns a larger salary than is paid by a hospital, were to require 
the hospital to pay to it the normal salary of an intern, there would be no opportunity 
for a medical officer to retain any amount improperly. 


There are presently 72 officers participating in the Department's internship 
and residency programs in civilian hospitals. 


Section 61(1) (c) any appropriation was exceeded or was applied to a purpose or 
in a manner not authorized by Parliament. 


56. Shared costs under assistance contracts not verified. In our 1972 
Report (paragraphs 105 and 107) two instances were given of the Audit Services 
Bureau of the Department of Supply and Services being unable to give an opinion 
as to the costs of contracts providing Crown assistance to Canadian manufacturers. 
We noted that while it is a usual provision of cost-reimbursable and shared-cost 
contracts that claims for progress payments submitted by the contractor must be 
accompanied by such vouchers, invoices, payrolls and other documents as the Audit 
Services Bureau may require, the certification given by the Bureau on each claim, 


Certified that in my opinion this statement is in accordance with the 
contract, but is subject to verification and necessary adjustment prior to 
final settlement, 


does not state that adequate records exist to support the claim. The Public Accounts 
Committee, in considering a similar case reported earlier, expressed the view in 
1970 that a department "should not pay any moneys to any firm or individual unless 
there are available adequate supporting records of the transaction". 
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During the year four more cases came to our attention in which the Bureau 
was unable to give an opinion on costs claimed by contractors under assistance contracts. 
Each contract was entered into by the Department of Supply and Services, on behalf 
of the Department of Industry, Trade and Commerce, to provide assistance under 
the latter Department's program to develop and sustain the technological capability 
of the Canadian defence industry. In two of the cases the contractors were paid costs 
to the financial limitations of their contracts, a total of $233, 700, although the Bureau 
stated that it was unable to express an opinion on these costs. The Department of 
Industry, Trade and Commerce accepted them, in the one case on the basis that the 
costs were "fair and reasonable" and in the other that the total cost was understood 
to be considerably in excess of the financial limitation. In the other two cases the 
contractors claimed costs to the financial limitations of their contracts, a total of 
$159, 500, of which $126, 800 was paid although only $90, 600 had been accepted by 
the Bureau. 


In our opinion the acceptance of unverified costs amounting to $269,000 in 
the four cases mentioned has the effect of making grants without the approval of Parlia- 
ment. 


S7i Unauthorized subsidizing of non-governmental laboratory. In 1969 
the Department of Fisheries and Forestry, whose programs are now a responsibility 
of the Department of the Environment, obtained the approval of the Governor in Council 
to lease property adjacent to the Fisheries Research Board's Biological Station at 
St. Andrews, N.B., to a consortium of individuals and universities known as The 
Huntsman Marine Laboratory. The term of the lease was 50 years, with three 10- 
year renewal options. There was no provision for the payment of rent. 


In seeking authority to lease the land and structures thereon, the Department 
had indicated that the maintenance and future development of the property would 
be entirely the financial responsibility of the Laboratory. Nevertheless, assistance 
at an estimated cost of at least $65, 000 has been made available since commencement 
of the arrangement. This support, for which Executive authority was not obtained, 
has taken the form of the use of the Biological Station's staff and facilities, and particip- 
ation in construction on the site of a museum-aquarium and a sewage treatment system. 
In our opinion the subsidizing of non-government institutions or agencies in this 
manner should be specifically provided for by a parliamentary appropriation. 
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58. Improper charges to appropriation. In 1972 the Department of the 
Environment entered into agreements with the Provinces of Alberta, Saskatchewan 
and Manitoba to share the cost of programs to reduce losses to farmers resulting from 
crop damage by migratory birds. 


During April 1973 three cheques totalling $347, 200 were issued in connection 
with the agreements, the charges being to Environment Vote 20a. The cheques were 
not released, however, at that time. Because a revised provincial billing was awaited, 
the cheque in favour of Alberta was held until July 3, 1973. Those payable to Saskatchewan 
and Manitoba were retained until July 13 and August 2, 1973, respectively, pending 
certification of the claims by the provincial auditors. As the contributions did not 
properly come in course of payment during the fiscal year 1972-73, the charges to 
the appropriation were improper. 


59. Canadian Forces Base Summerside, P.E.|I. In paragraph 130 of 
our 1972 Report we referred to the conclusion reached late in 1969 by the 
Department of National Defence that, with the phase-out of the Neptune maritime 
patrol aircraft, the remaining operational activities of CFB Summerside should 
be transferred to other Canadian Forces bases and that this Base should be 
closed in 1970, resulting in an annual saving in excess of $6 million. Following 
consideration of the matter the Government announced in December 1969 that 
because of the impact that closure would have on the economy of Prince Edward 
Island the Base should not be closed before March 31, 1973. In January 1971 the 
Treasury Board approved an increase of $6.7 million in the Department's 
budgetary ceiling for 1971-72 to meet the additional cost involved to March 31, 1973. 


On March 23, 1972, the Government announced in the House that the Base 
was to be retained in its present role because of economic considerations. As we 
pointed out last year, to the extent that additional costs are incurred in keeping the 
Base open over the costs that are necessary for the fulfilment of the function of the 
Department of National Defence, the appropriations of that Department are being applied 
to a purpose not authorized by Parliament. 


60. Failure to recover the full cost of pilot training. In paragraph 136 
of our 1972 Report we noted that the Department of National Defence from time to time 
undertakes pilot training programs for foreign countries. We pointed out that the 
costs involved in two major training programs exceeded recoveries by at least $1, 340, 000 
in 1971-72. The recoveries were based on a fixed fee per trainee which had been 
determined by negotiation with the respective governments. References were also 
made to the legislative authority to provide services on a cost-recoverable basis 
given in National Defence Vote 1, to the Treasury Board's direction that it should 
be departmental policy, whenever economically and administratively feasible, to 


66 


charge for all goods supplied or services rendered to the public unless there are 
provisions for specific exemptions, and to the principle contained in the White Paper 
Defence in the 70's that the cost of the training should be borne by the user country. 


A third training program, for which a memorandum of understanding was 
completed in August 1972, commenced in September 1971 and is to extend to 1975. 
To March 31, 1973, a total of 112 students had entered the program and another 108 
are expected to enter it. The Department does not maintain a cost system for its pilot 
training programs but, based on its estimates for the new program, training costs 
will exceed recoveries by $2. 8 million for those students who commenced their training 
prior to March 31, 1973. This excess does not include depreciation amounting to 
$600, 000, which was not provided for in the cost estimates, nor approximately $250, 000 
for the cost of training students who have failed to graduate. Thus unrecovered 
costs will approximate $3.6 million, of which about $1.5 million applies to 1972-73. 


The Department has stated that these training programs afford "an opportunity 
to make more effective use of the facilities and the training skills of Canadian personnel, 
while at the same time providing a worthwhile service to our NATO allies". National 
Defence Vote 25, for Mutual Aid, authorized the transfer of material and the provision 
of services to allied governments in 1972-73 to the extent of $1, 280,000, chargeable 
to National Defence Votes 5 and 10. Inasmuch as materials valued at about $714, 000 
were also supplied, it is apparent that the Department's unrecovered costs greatly 
exceeded the amount authorized. 


61. Failure to charge for storage of medical supplies. For over a decade 
the Department of National Defence has provided accommodation and warehousing 
services without charge at seven Canadian Forces medical equipment depots for 
storage of medical supplies of the Department of National Health and Welfare. As 
we pointed out in paragraph 137 of our 1972 Report, the Department of National Defence 
decided to charge for these services commencing with 1971-72 and submitted a request 
for payment of $179, 000 in March 1971. However, the Department of National Health 
and Welfare explained that its Estimates for 1971-72 contained no provision for such 
an unforeseen cost and that the Treasury Board Secretariat was not prepared to recomm- 
end that funds be made available through the 1971-72 Supplementary Estimates or, 
for that matter, for any future year. As National Defence appropriations may be 
charged for services provided to others only if the charges are subsequently recovered, 
we stated that the Department lacked authority to continue providing the services. 


The Department of National Defence continued to provide storage through 
1972-73, absorbing costs estimated at $180,000 in its appropriations for that year. 
The Treasury Board has now agreed, however, that the Department of National Health 
and Welfare should pay for the storage beginning in April 1973. 
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62. Saving not realized. Following a study by Post Office officials of mail 
services between Thunder Bay, Fort Frances, Kenora and Winnipeg it was determined 
that a change in the existing transportation arrangements would result in improved 
service and an annual saving of $11,500 by the Department. The contractor providing 
the Kenora-Fort Frances highway service, a bus company, was notified in February 
1972 that its contract would be terminated on March 31, 1972. However, following 
representations by the contractor and other interested parties that the loss of the 
mail contract, which represented a major source of income to the company, would 
have an adverse effect on public transportation services for residents of the communit- 
ies involved, the Department decided that the contractor should continue to provide 
the mail service. 


The additional cost to the Post Office of continuing this arrangement, $11, 500 
annually, constitutes subsidization of public transportation, an activity not within 
the scope of the Post Office Act, R.S., c. P-14. 


63. Cost incurred due to work being performed without formal contract, 
Verchéres, Que. In August 1969 the Department of Public Works invited tenders 
for the construction of a retaining wall at Verchéres and accepted the lowest bid in 
the amount of $179,000. As the Department considered it essential that the project 
be completed within three months, the contractor was instructed to commence work 
immediately although a formal contract had not been executed, nor had security been 
provided by the contractor as required by section 17 of the Public Works Act, R.S., 
Caea3é: 


No sum of money shall be paid to the contractor on any contract nor 
shall any work be commenced, until the contract has been signed by all 
the parties therein named, nor until the requisite security has been given. 


Due to financial difficulties the contractor ceased operations on the project 
in December. As completion was necessary prior to spring flooding, the Department 
took action in February 1970 to have the work completed by another contractor at 
a cost of $41,000. The Department withheld payments from the original contractor 
to protect his creditors. However, when he demanded payment for the work that 
had been completed, the Department of Justice advised the Department to pay in the 
absence of a formal contract. Accordingly, a settlement of $137, 300 was negotiated 
with the contractor. 


The Crown was not legally liable for payment of the outstanding accounts 
of the numerous suppliers of materials and subcontractors of the contractor, who 
was forced into bankruptcy shortly after settlement with the Crown. However, since 
the Department had advised the creditors that their accounts would be protected, 
approval of the Governor in Council was obtained to pay 27 creditors a total of $44, 100 
on an ex gratia basis. A further claim by one subcontractor that was in litigation 
was settled for $75,000, so that the total paid exceeded the original bid by $118, 400. 
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Section 61(1) (d) an expenditure was not authorized or was not properly vouched 
or certified. 


64. Questionable payment of costs of maintaining leased housing. In 1963 
the Department of National Defence entered into a lease agreement for 397 housing 
units at Dartmouth, N.S., for a term of forty years. The monthly rental of $38, 500 
was increased gratuitously to $40,000 in 1966 because unforeseen site conditions 
had increased construction costs, and to $40,500 in 1968 to provide for replacement 
and maintenance costs for heating modifications. 


The agreement requires the Crown to paint and decorate the interior of the 
units from time to time and to make good any loss or damage caused wilfully by the 
occupants; the owner is to repair, maintain and keep the premises in good and substan- 
tial repair and to supply heat to certain of the units. 


Almost from the first occupancy there have been disputes with the owner 
about financial responsibility for items such as exterior and interior repairs, snow 
removal, replacing sod, cleaning and maintaining communal areas, and off-season 
heating. In 1965 departmental officials and representatives of the owner and of 
Central Mortgage and Housing Corporation attempted to arrive at a mutually agreed 
interpretation of the lease. Although this step did not result in its amendment, the 
costs of most controversial items have since been absorbed by the Department. 


In 1967 we asked for the Department's comments on a number of charges 
for which the owner appeared to be responsible. We were informed that some of 
the charges had been accepted by the Department as being for work required to remedy 
damage and others mainly because the items in question were not provided for in 
the lease. We were also advised that "short of legal recourse on items trivial in themselves 
we function as well as local mutual opinion will allow". Since then the cost to the 
Department of maintaining the units has increased substantially. The Department 
estimated that about $50, 000 of the total cost of $78,000 in 1969-70 was for items normally 
the responsibility of the owner. Only $3,084 was recovered from occupants for damage 
considered to have been caused by wilful acts. 


Departmental officials who visited the site in 1971 reported that an examination 
of the damage reports for work costing $75,000 in 1970-71 indicated that many, if 
not most, of the repairs could not be classed as being the result of wilful damage. 
At the same time it was pointed out that payments for wilful damage at two other locations 
with a larger number of units were less than 10% of the amount paid for such damage 
at the Dartmouth site. One official observed that in effect all maintenance work at 
Dartmouth was being categorized as the fault of the occupants because of a vague 
understanding that the terms of the lease were modified in 1965. 


As a result of our examination, we are of the opinion that most of the disburse- 


ments, totalling $109,000, for the repair and maintenance of these units in 1972-73 
were irregular. 
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65. Improper advance payments for film productions. Government depart- 
ments and agencies are required by the National Film Act,“ReS., c: N-7, to procure 
film productions and other related services from the National Film Board. The work 
may be undertaken directly by the Board or by private film producers contracting with 
the Board. 


The Board follows the industrial practice of billing either wholly or partly 
in advance for its services, usually at the request of the customer department, and 
at March 31, 1973, it had received payments totalling $2,175,000 from 19 government 
departments and agencies for work yet to be performed on their behalf or which had 
not yet reached a billing point. Because of the several requirements of the Financial 
Administration Act, this amount represents improper charges to the appropriations 
of government departments and agencies which, had the amounts not been paid, would 
have lapsed. 


This procedure violates three sections of the Financial Administration Act: 


Section 20- which stipulates that Estimates are to be for services coming in course 
of payment during the fiscal year to which they relate; 


Section 27- which requires that each requisition for payment be accompanied by 
a certificate that the work has been performed, the goods supplied or 
the services rendered, as the case may be, or the payment is otherwise 
in accordance with the contract; and 


Section 30 - which directs that the unexpended balance of an appropriation shall 
lapse at the end of a fiscal year. 


In our opinion, any payment by one department to another in advance of the 
amount being disbursed by the receiving department is contrary to the intent of the 
Financial Administration Act and contributes to the weakening of parliamentary control. 


66. Lack of authority to credit interest to special account. In paragraph 
204 of our 1972 Report we drew attention to the transfer of $4.5 million from a Secretary 
of State appropriation to the credit of a special account, "National Second Century Fund 
of British Columbia". We expressed the view that this action was irregular because 
legislative approval for the establishment of the special account had not been obtained. 
Also, in our opinion, action to credit the account with interest of $165, 000 lacked legality 
because a liability for interest exists only when permitted by statute or contract. 


During the year a further amount of $347, 000 was charged to interest on the 


public debt and credited to the special account. We remain of the opinion that, in the 
absence of parliamentary approval, this charge to expenditure was improper. 
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67. Expenditure made without proper authority. Section 29 of the Post 
Mifice:ACt, Roo.5 .C.-P=14, reads: 


The Postmaster General may, without public advertisement, enter 
into a contract with any person operating a railway, air, bus or common 
carrier ship service, but no such contract involving an annual expenditure 
of more than five thousand dollars may be entered into without the approval 
of the Treasury Board. 


Our test examination of mail services provided by common carriers disclosed 
that 37 contracts had been entered into without the required approval of the Treasury 
Board. As a consequence payments amounting to $1.6 million were made without 
proper authority during 1972-73. 


68. Duplicate payment of disability pensions under Superannuation Acts 
and Canada Pension Plan. The Public Service Superannuation Act, R.S., c. P- 
36, the Canadian Forces Superannuation Act, R.S., c. C-9, and the Royal Canadian 
Mounted Police Superannuation Act, R.S., c. R-71, are integrated with the Canada 
Pension Plan, R.S., c. C-5, and any annuity payable under the Superannuation 
Acts must be reduced by an amount determined by a formula set out in the Acts 
whenever the recipient becomes entitled to a retirement pension or is awarded 
a disability pension under the Canada Pension Plan. 


When an annuitant under one of the Superannuation Acts reaches age 65, 
his annuity is automatically reduced because of his entitlement to a retirement 
pension under the Canada Pension Plan. However, with respect to annuitants below 
the age of 65, the administrators of the Superannuation Acts must receive advice 
from the recipient concerning any disability pension granted to him under the Canada 
Pension Plan before they can effect the necessary reduction in the annuity being 
paid under a Superannuation Act. 


In our 1972 Report (paragraph 214) we commented on the restrictive provisions 
of section 107 of the Canada Pension Plan and the related regulations whereby Canada 
Pension Plan officials, without a written request from the recipient, cannot notify 
the respective superannuation officials that a Canada Pension Plan disability pension 
has been awarded to a person receiving a disability pension under one of the three 
Superannuation Acts. Asa result, the required reduction of the annuity paid under 
a Superannuation Act cannot be effected without the voluntary co-operation of the 
recipient. 
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In its administration of the Public Service Superannuation Act, the Superannuation 
Division regularly notifies each recipient of a Public Service disability pension of his 
responsibility to report any disability pension being received by him under the Canada 
Pension Plan. However, this appeal for the voluntary co-operation of the recipients 
has been only partially successful. A review of payments to 1, 660 recipients of disability 
pensions under the Public Service Superannuation Act has shown that overpayments 
to 543 recipients who had received both disability pensions totalled $140, 000 at March 
oye TEs. 


A test of payments to annuitants below the age of 65 under the Canadian Forces 
Superannuation Act revealed that pensions in payment to 33 recipients had been reduced 
as required, but that overpayments aggregating $6,000 per year were being made 
to 46 other recipients of pensions under both the Canadian Forces Superannuation 
Act and the Canada Pension Plan. 


It would seem essential that the Canada Pension Plan be amended to allow the 
Minister of National Health and Welfare to provide the information respecting disability 
pensions being paid under the Canada Pension Plan that is required for the proper 
administration of the three Superannuation Acts. 


Section 61(1) (e) there has been a deficiency or loss through the fraud, default or mistake 
of any person. 


69. Losses through the fraud, default or mistake of any person. Section 
61(1)(e) of the Financial Administration Act requires the Auditor General to report 
annually to the House of Commons every case in which he has observed that there has 
been a deficiency or loss through the fraud, default or mistake of any person. 


During the year 76 such losses totalling $276,961 were noted, of which $58, 289 
was recovered leaving net losses of $218,672. These are summarized as follows: 
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Initial 


Number Loss Recoveries Net Loss 
Energy, Mines and 
Resources 1 $412;534 sale eet Ga hs: Soy wae | 
Indian Affairs and 
Northern Development 4 33, 420 3, 879 29, 541 
Manpower and 
Immigration 3) 13, 020 D019 (ce at 
National Defence 10 73, 794 OF 271 67, 523 
National Film Board i 3; 301 32301 
National Health and 
Welfare ih 24 425 822 13303 
Transport i} PAWS) Zi5 
2A 738, 469 19, 164 7119, 305 
Post Office 2B A 138, 492 397125 99, 367 
76 $ 276,961 $ 58,289 Se21 8672 


Losses caused by default or neglect of postal employees are chargeable 
to the Post Office Guarantee Fund and losses suffered by reason of defalcations 
or other fraudulent acts or omissions of public officers in other departments are 
chargeable to the Public Officers Guarantee Account. 


Comments on the significant losses included in this table appear in the 
paragraphs which follow. 
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70. Defalcation at a Canada Manpower Centre. In previous Reports (paragraph 
112 in 1972) we have referred to our examinations of Canada Manpower Centres and 
Regional offices and our reports to the Department of Manpower and Immigration concern— 
ing weaknesses in internal control, particularly in the administration of various grant 
programs. 


In the course of an examination during the year at the Halifax, N.S., Centre, 
when our examiners requested files and documentation supporting payments of exploratory 
and relocation grants, a counsellor confessed that he had falsified requests for exploratory 
grants and converted the funds to his own use. 


At the request of the Department, the Audit Service Bureau of the Department 
of Supply and Services made an examination which disclosed that during the period 
March 20, 1970, to August 30, 1972, the authorization forms and cheque endorsements 
had been forged in the case of 92 authorizations for exploratory grants and one authoriza- 
tion for a relocation grant, and that the employee had fraudulently obtained $10, 940. 
He was prosecuted, received a two-year suspended sentence, and was ordered to repay 
the amount of the defalcation. 


i: Embezzlement at departmental school. The Minister of National Defence 
may establish schools for dependants at defence establishments where suitable educational 
facilities are not available within a reasonable distance from the establishment. In 
most provinces the schools are operated in accordance with provincial laws respecting 
education and are administered by school committees or boards through principals 
and business administrators, as nearly as practicable in the same way as comparable 
schools in the provincial system. The school committee or board is responsible to the 
commanding officer at the establishment. Most school staff are hired under contract 
and thus are not public servants. 


During the year the principal of a dependants' school admitted to having defrauded 
the Department of $93, 000 over the period from September 1969 to October 1972 by. the 
inclusion of fictitious teachers on the school's payroll. The principal had endorsed 
the fictitious payees' names on all the cheques and had then negotiated them. An investi- 
gation disclosed other irregularities, including the submission of inflated student popula- 
tion figures and the purchase of additional equipment because of the "extra" students. 


The board of inquiry set up to look into the operations at the school learned 
that there were no terms of reference for the chairmen and members of Department 
of National Defence school boards and that those for business administrators were very 
general. It pointed out that firm direction for all parties is essential and that the combin- 
ation of a weak administrator and a forceful principal could make a school board's task 
difficult. The board of inquiry also stressed the importance of a departmental order 
which states that any person involved in the preparation of civilian payrolls or recording 
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attendance shall not handle pay cheques. The board stated that such a precaution should 
be a requirement of the school boards and that its application at this school would have 
avoided most of the irregularities. The Department has since taken action to implement 
various recommendations made by the board of inquiry and others to improve the internal 
control at dependants! schools. 


The principal was charged under the Criminal Code, pleaded guilty, and was 
sentenced to two years less one day in provincial reformatory. He was also ordered 
to repay to the Crown the amount of the pay cheques, $70,000, of which $3, 638 had 
been recovered by March 31, 1973. The balance of the defalcation, representing payroll 
deductions, is recoverable from others. 


Section 61(1) (f) a special warrant authorized the payment of any money 


72), Governor General's special warrants. Section 23 of the Financial Adminis- 
tration Act provides for urgent expenditures, not otherwise provided for, while Parliament 
is notin session. The section reads: 


23. (1) Where a payment is urgently required for the public good when Parliament 
is not in session and there is no other appropriation pursuant to which the payment 
may be made, the Governor in Council, upon the report of the President of the Treasury 
Board that there is no appropriation for the payment and the report of the appropriate 
Minister that the payment is urgently required for the public good, may by order direct 
the preparation of a special warrant to be signed by the Governor General authorizing 
the payment to be made out of the Consolidated Revenue Fund. 


(2) A special warrant issued pursuant to this section shall for the purposes 
of this Act be deemed to be an appropriation for the fiscal year in which the warrant 
is issued. 


(3) Every warrant issued under this section shall be published in the Canada Gazett 
within thirty days after it is issued, and a statement showing all warrants issued under 
this section and the amounts thereof shall be laid by the President of the Treasury Board 
before the House of Commons within fifteen days after the commencement of the next 
ensuing session of Parliament. 


(4) Where a special warrant has been issued pursuant to this section, the amounts 
appropriated thereby shall be deemed to be included in and not to be in addition to 
the amounts appropriated by the Act of Parliament enacted next thereafter for granting 
to Her Majesty sums of money to defray expenses of the public service of Canada for 
a fiscal year. 


(5) For the purposes of this section, Parliament shall be deemed to be not 
in session when it is under adjournment sine die or to a day more than two weeks after 
the day the Governor in Council made the order directing the preparation of the special 
warrant. 
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During the period between September 1, 1972, the date the twenty-eighth Parlia- 
ment was prorogued, and January 4, 1973, when a new Parliament was summoned, 
Governor General's special warrants provided a total of $590, 509, 000 for carrying on 
government services, as follows: 


(a) $234, 000, 000 on October 5, 1972, for the purposes of advances under 
the Unemployment Insurance Act to be applied towards the payment of benefits and 
costs of administration under the Act; 


(b) $39, 484, 000 on November 16, 1972, for the development and utilization 
of manpower as described in Manpower and Immigration Vote 10 of Appropriation Act 
No. 3; 192;"and 


(c) $317, 025, 000 on December 14, 1972, for the following purposes: advances 
under the Unemployment Insurance Act to be applied towards the payment of benefits 
and costs of administration, $220, 000,000; contributions for the purposes described 
in Manpower and Immigration Vote 10 of Appropriation Act No. 3, 1972, $92, 600, 000; 
contributions for the purposes described in Manpower and Immigration Vote 15 of Approp- 
riation Act No. 3, 1972, $1,600,000; payment to the Cape Breton Development Corporation 
in respect of losses incurred in the operation and maintenance in the calendar year 
1972 of the coal mining and related works and undertakings acquired by the Corporation 
under Section 9 of the Cape Breton Development Act, $1, 440,000; grants to farmers 
in designated areas who had experienced crop losses due to excessive rainfall, $750, 000; 
payments for the purposes of the Fitness and Amateur Sport Act, $350,000; payments 
to the Atlantic Pilotage Authority, $160,000; the Laurentian Pilotage Authority, $53, 000; 
the Great Lakes Pilotage Authority, $48,000, and the Pacific Pilotage Authority, $24, 000, 
towards the excess of expenditure over revenue in the calendar year 1973. 


In accordance with section 23 of the Financial Administration Act the amounts 
included in these warrants were subsequently included in the amounts authorized by 
Appropriation Act No. 1, 1973, 1973, c. 3, assented to on February 23, 1973. 


The following are examples of where, in our opinion, payments provided for 
by the warrants did not meet the test of being "urgently required for the public good" 
as stipulated by section 23 of the Financial Administration Act: 


Up The special warrants dated November 16, 1972, and December 14, 1972, provided 
a total of $132, 084, 000 to the Department of Manpower and Immigration for 
the development and utilization of manpower. The $39, 484,000 provided by 
the first warrant was not required until early January 1973. Of the $92, 600, 000 
provided by the December warrant, only $30, 882, 000 had been used to the 
end of February 1973. 
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The special warrant dated December 14, 1972, provided $1, 600, 000 to the Depart- 
ment of Manpower and Immigration for the immigration program. This amount 
was not required until two months after Parliament had reassembled. 


The special warrant dated December 14, 1972, provided an amount of $350, 000 
to the Department of National Health and Welfare for the purposes of the Fitness 
and Amateur Sport Act. No part of this amount was required. 


The special warrant dated December 14, 1972, provided a total of $285, 000 

to the Department of Transport for payments to four Pilotage Authorities towards 
the excess of expenditure over revenue in the calendar year 1973. No part 

of this amount was required until two months after Parliament had reassembled. 
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VI 

OTHER CASES THAT THE AUDITOR GENERAL CONSIDERS SHOULD BE BROUGHT TO 

THE NOTICE OF THE HOUSE OF COMMONS IN ACCORDANCE WITH SECTION 61(1) OF 
THE FINANCIAL ADMINISTRATION ACT 


Shs Weakening of parliamentary control. One of the most important controls 
exercised by Parliament over public expenditure is provided by section 20 of the Financial 
Administration Act which directs that: 


All estimates of expenditures submitted to Parliament shall be for the 
services coming in course of payment during the fiscal year. 


In paragraph 52 of our 1972 Report we referred to amounts appropriated by 
Parliament which although not required to meet expenditure coming in course of payment 
during the year, were, under the authority of special wording in the vote texts of the 
Appropriation Acts, recorded as expenditure of the year and credited to special accounts 
to be available for spending in future years. In paragraph 53 of the same Report we 
referred to other instances where the vote wording provided for payments in the current 
and subsequent fiscal years. In both cases any unexpended balances at the year-end, 
being the amount not required for services coming in course of payment during the 
year, instead of lapsing in accordance with section 30 of the Financial Administration 
Act, remained available for spending in future years without further reference to Parliament. 


The appropriations for 1972-73 included $468, 321,000 which, because of the 
special wording in the vote texts in the Appropriation Acts, was recorded as expenditure 
of the year and credited to special accounts to be available for spending in the current 
and subsequent years. Of this amount, $16, 236,000 was not required to meet expenditure 
coming in course of payment in that year and remained available in the special accounts 
for spending in future years. Conversely, $19, 465,000 which had not been included 
in the 1972-73 appropriations was expended during the year and charged to other special 
accounts to which funds had been credited in prior years. 


In addition, the Surplus Crown Assets Account and the Replacement of Materiel 
Account of the Department of National Defence provide for the diversion of revenue 
which may be spent by the Department in current and future years without further 
reference to Parliament. During the year these Accounts were credited with revenues 
of $16, 777,000 and $2, 204,000, and charged with expenditures of $24, 234, 000 and 
$3,000, respectively. 


At March 31, 1973, funds available without further reference to Parliament 
to meet expenditures for services coming in course of payment subsequent to that date, 
which would normally be paid from future years' appropriations, together with comparable 
amounts at the end of the previous year, included: 
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March’ 3171973 Marcheo leo 


International Assistance Account $ 697,054, 000 $ 91,243, 000 
Reserve for salary revisions 36, 765, 000 37, 638, 000 
Canadian Broadcasting Corporation 15, 682, 000 L2y593; 000 
National Capital Fund 23°01 000 197 155,,000 
Canadian Dairy Commission BI ooo 9,070, 000 
Reserve for wheat inventory 

reduction payments 11, 308, 000 26, 927, 000 
Railway Grade Crossing Fund 10, 688, 000 6, 394, 000 
Department of National Defence: 

Surplus Crown Assets Account 5, 283, 000 12, 740, 000 

Replacement of Materiel Account 5, (oe O00 : i 5307000 

9, 014, 000 14, 270, 000 
National Museums of Canada - 

Purchase Account 1, 430, 000 1, 244, 000 
The Company of Young Canadians 999, 000 984, 000 
National Arts Centre Corporation 314, 000 737, 000 
National Library of Canada - 

Purchase Account 29, 000 191, 000 
Canadian Commercial Corporation - 

Reserve for Contingencies Zoo COU 255.000 
Standards Council of Canada 182, 000 342, 000 
National Harbours Board - 

Special Account 29, 000 1, 443, 000 

$ 208,509, 000 $ 216, 994, 000 


Also included in the appropriations for 1972-73 was $177, 158, 000 to provide 
for amounts coming in course of payment during the current and subsequent years, 
which was additional to $119, 221, 000 still available for spending from appropriations 
of prior years. Of these amounts $168, 527, 000 was expended for services coming in 
course of payment during the year and $4, 838, 000 lapsed in accordance with the wording 
of a prior year's vote. The balance of $123,014, 000, which may be disbursed in subsequent 
fiscal years, comprised the following items: 
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Dep artment Vote Particulars Amount 


Agriculture (1970-71) 15 Farm income maintenance $ 9,587,000 
(1971-72) 15 Farm income maintenance 16, 000, 000 
(1972-73) 15 Farm income maintenance 17, 058, 000 


42, 645, 000 
External Affairs 30 International Food Aid 

Program 1:03:255,; 000 
Indian Affairs and 

Northern Development 


G1970-71) 35 Northern mineral development 
assistance grants 447,000 
G1971=72) 30 Northern mineral development 
| assistance grants 1, 600, 000 
| 2, 047, 000 
Industry, Trade and 
| Commerce 32b Payments to certain wheat 
producers 68, 000, 000 
Secretary of State 
(1968-69) 2b Construction or acquisition 
of buildings, works, land 
and equipment - National 
Arts Centre 67, 000 


$ 123, 014, 000 


Thus, in total, $331,523,000 was available in special accounts or non-lapsing 
votes at March 31, 1973, for spending in future years without further reference 
to Parliament. 
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74. Supplementing parliamentary appropriations. In previous Reports 
(paragraph 56 in 1972) we have drawn attention to the weakening of parliamentary 
control over expenditure when appropriations containing provision for the spending 
of revenue received during the year may be supplemented in the event that the revenue 
received is in excess of the revenue estimated. We cited examples of appropriations 
which had been supplemented in this manner and reiterated our recommendation that 
the use of revenue be limited to the estimated amount. 


No change was made in 1972-73 to those appropriations which authorized the 
spending of revenue and the wording in the Estimates for 1973-74 also indicates no 


change. 


In 1972-73 there were 27 appropriations of 19 departments which authorized 
the spending of revenue. In 23 appropriations the revenue received exceeded the 
In 14 of these appropriations the excess 
of actual revenue over estimated revenue exceeded $100, 000 as follows: 


estimated revenue by a total of $39, 814, 000. 


Estimated 
revenue 
Agriculture Vote 20 $= 725-680; 000 
Communications Vote l 9, 062, 000 
Indian Affairs and 
Northern Development 
Vote 65 6, 388, 000 
National Defence Vote 5 130,137; 000 
National Health and 
Welfare Vote 20 11, 874, 000 
National Revenue Vote l 1, 675, 000 
Public Works Vote 10 10, 100, 000 
Solicitor General Vote 20 52,2 105.000 
Transport Vote 1 557, 000 
Vote 5 11.927; 000 
Vote 20 58, 366, 000 
Vote 130 743, 000 
Treasury Board Vote 25 - 
National Research 
Council of Canada 9, 346, 000 
Veterans Affairs Vote 45 30, 470, 000 
$ 335, 596, 000 


$ 


$ 375, 002, 000 
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Actual 
revenue 


3, 051, 000 
9, 354, 000 


6, 487, 000 
134, 977, 000 


17, 280, 000 
2, 455, 000 
15, 078, 000 
59, 477, 000 


909, 000 


15, 387, 000 
625319; 000 


851, 000 


10, 806, 000 
36,5 71,000 


Excess of actual revenue 
over estimated revenue 


Used Unused 
$ 254, 000 $ 117, 000 
120, 000 L72.000 
ar 99, 000 
3,621,000 EZ oe COC 
3, 540, 000 1, 866, 000 
-- 780, 000 
3, 163, 000 1-615,.000 
1, 449, 000 Seer or O00 
19, 000 3337000 
953, 000 2, 507, 000 
aa 5.950 58000 
-- 108, 000 
471, 000 989, 000 
2, 587, 000 3, 514, 000 


$16,177, 000" ~$3237229,000 


Treasury Board Circular No. 1969-94 of July 14, 1969, directs that where 
authority has been provided in a particular vote to spend revenue and where receipts 
are more than 125% of the amount forecast in the Estimates, the excess is to be 
credited to a separate allotment which may be spent only with Treasury Board 
approval. Thus the Treasury Board has retained for itself control over that portion 
of the excess which exceeds 25% of the revenue originally estimated. 


Under this directive the entire $39, 814,000 excess of actual revenue over 
estimated revenue received in 1972-73 was available for spending at the Departments' 
discretion with the exception of the following amounts aggregating $5,663,000 which 
could be spent only with Treasury Board approval: 


National Health and Welfare Vote 20 $ 2,436, 000 
National Revenue Vote l 361, 000 
Public Works Vote 10 2, 453, 000 
Transport Vote 1 213, 000 

Vote 5 200, 000 


$ 5, 663, 000 


We reiterate our view that to ensure parliamentary control over 
expenditure, where authority is provided for the spending of revenue, three figures - 
estimated gross expenditure, estimated revenue and net amount appropriated - should 
appear in the appropriation itself and the amount of revenue used to supplement 
the net amount appropriated should be limited to the estimated revenue shown in 
the appropriation. 


75. Unpaid accounts carried forward to new fiscal year. A summary of 
accounts properly chargeable to 1972-73 which were not paid in that year appears on 
pages 11.22 to 11.24 of Volume I of the Public Accounts. The amounts shown in the 
summary are divided into six categories, the totals of which compare with the previous 
year's totals as follows: 
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March 31, 1973 March 31, 1972 


Invoices received on or before April 30: 


Interdepartmental - 
Insufficient funds $ 168, 000 $ 1, 368, 000 
Other reasons 234, 000 112, 000 
402, 000 1, 480, 000 

Other - 
Insufficient funds 13, 882, 000 14, 406, 000 
Other reasons AE 9725000 10, 187, 000 
21853000 24, 593, 000 
Invoices received after April 30: 

Interdepartmental 1, 286, 000 710, 000 
Other 15,:02:25.000 18, 641, 000 
16, 298, 000 19, 351, 000 
eo tsasio ey (00) $ 45, 424, 000 


Not included in the summary are unpaid accounts totalling $11, 201,000, including 
$8, 499, 000 relating to 1971-72, held in Washington at the year-end, chargeable to Depart- 
ment of National Defence appropriations together with a further $619, 000, as compared 
with $818, 000 at the end of the previous year, received after April 30, and reported 
too late for inclusion in the summary. These accounts could not have been paid in any 
event as sufficient funds were not available in the votes. The unpaid accounts this 
year, therefore, totalled $50, 373, 000 as compared with $54, 741, 000 for the previous 
year, a decrease of $4, 368, 000 so that the expenditure applicable to 1972-73 was actually 
$4, 368, 000 less than was recorded. However, the 1972-73 appropriations were intended 
to cover accounts coming in course of payment during the year and technically 12 approp- 
riations were overspent by $25, 251,000, the total of the invoices on hand at the year- 
end which could not be paid because of insufficient funds. 


In previous Reports (paragraph 57 in 1972) we have referred to the provisions 
of section 25 of the Financial Administration Act which imposes on deputy heads or 
other persons charged with the administration of a service the responsibility for operating 
commitment control records for each parliamentary appropriation in such a way that 
they are in a position at any time to determine the balance remaining in an appropriation 
that is available for further commitment. We pointed out that Parliament has modified 
the requirements of section 25 by including in the appropriations of certain departments 
authority to enter into commitments that will come in course of payment only in future 
years. Should these commitments come due for payment earlier than anticipated, there 
may not be sufficient funds in the votes to enable payment to be made. Similarly, in 
the case of annual appropriations providing for claims under programs where the amount 
has been underestimated, there is no alternative but to withhold payment until a further 
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parliamentary appropriation becomes available. Payments withheld in this manner 

are normally charged against the corresponding appropriation in the new year, which 
may result in that appropriation being insufficient to take care of all the accounts coming 
in course of payment for which it had originally been provided. 


We reiterate our view that the present procedures whereby appropriations 
are not reported as overexpended, through the technique of withholding payment by 
the Crown until a further appropriation becomes available, are misleading and should 
be reviewed. 


76. Revenue retained in revolving funds. Treasury Board regulations 
covering the operations of revolving funds and working capital advances include item 
26 which reads as follows: 


Any surplus arising from the operations of a fiscal year is to be transferred 
to "Return on Investments" .... unless special permission by the Treasury 
Board has been granted to accumulate surpluses or carry over deficits. 


In paragraph 59 of our 1972 Report we noted that the Treasury Board had 
granted special permission for the accumulation of surplus in three revolving funds 
to the equivalent of the two best years' surpluses achieved during the previous five 
years. At March 31, 1973, the amounts accumulated by these funds and the Government 
Telecommunications Account Revolving Fund, which during the year was authorized 
to carry forward to future years surpluses or deficits to a maximum amount of $150, 000, 
were: 


Canadian Government Printing Bureau 


Revolving Fund $ 1, 847, 300 
Canadian Government Supply Service 

Revolving Fund 1, 342, 200 
Government Telecommunications Account 

Revolving Fund 104, 300 
Central Microfilm Unit Revolving Fund 39, 500 


The amount accumulated for the Government Telecommunications Account Revolv- 
ing Fund is after deducting the previous year's deficit of $73,600. Except for this Fund, 
the amount in each case was not a true surplus because the Fund had not been charged 
with all costs pertaining to some of the years in which the surpluses were accumulated. 


When authorizing the operations of these Revolving Funds, Parliament provided 
a limit beyond which each Fund could not expand. In each case the limit is considerably 
in excess of the amount that has so far been required. The amount authorized for each 
Fund and the amount advanced at March 31, 1973, were: 
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Authorized Advanced 


Canadian Government Printing 


Bureau Revolving Fund $ 11, 000, 000 $ 3,100, 400 
Canadian Government Supply 

Service Revolving Fund 40, 000, 000 5, 564, 000 
Government Telecommunications 

Account Revolving Fund 1,000, 000 141, 200 
Central Microfilm Unit 

Revolving Fund 80, 000 (6, 000) 


The amounts advanced at March 31, 1972, would have been greater by the amount of 
the accumulated surplus in each Revolving Fund had the Treasury Board not authorized 
its retention. 


We also noted last year that the Treasury Board had granted permission 
for the Airports Revolving Fund of the Department of Transport to accumulate 
all surpluses for the purposes of acquiring capital assets. The amount accumulated 
at March 31, 1973, was $44, 025, 000. 


In our opinion, the retention of surpluses in revolving funds leads to 
a weakening of parliamentary control because: 


dy Accumulated surpluses in a revolving fund provide a cushion against 
which losses may be offset, thereby depriving Parliament of an opportunity 
to inquire into the reasons for the losses. 


2. Surpluses are not accounted for as revenue of Canada in the year in 
which they are realized. 


2; The revenue retained in a revolving fund serves to supplement the maximum 
amount which Parliament has indicated the fund may use. 


We would again recommend that surpluses in revolving funds be transferred 


annually from those funds as revenue of Canada and that deficits be reimbursed 
to those funds from appropriations provided by Parliament for that purpose. 


86 


Ui]: Grants paid prior to parliamentary approval. No accounting is made 
to the House of Commons of the ultimate application of moneys paid as grants in aid. 
For this reason, the prior sanction of Parliament is considered to be a requisite for 
the making of such payments. This results from an opinion of the Public Accounts 
Committee of the United Kingdom, concerning a British vote which included a provision 
for the making of a grant in aid as well as other outlays but did not fix a precise 
amount for the grantin aid. The Committee took exception: 


We are strongly of opinion that in all future cases where Parliament 
is asked to vote money as a grant in aid the exact amount of the grant should 
be specified in the Estimates so that Parliament may be aware of the precise 
sum which it is proposed to exempt from the ordinary conditions which govern 
accounting for voted money. 


Since 1967-68 the Treasury Board has followed the policy of permitting payment 
of some grants without the prior approval of Parliament, the specific approval of 
Parliament being sought later in the Supplementary Estimates. This policy is based 
on the view of the Treasury Board that in some instances grants must be paid before 
it is possible to obtain the specific approval of Parliament and that the Contingencies 
Vote may properly provide the funds pending the inclusion of the item in the Supplemen- 
tary Estimates as long as this item indicates that payment of the grant had already 
been provided for by an allotment of funds from the Contingencies Vote. On the other 
hand the Board agrees that grants should not be financed from ordinary departmental 
votes which do not specifically provide for them. 


During the year five grants totalling $1, 453, 000 were made without the prior 
approval of Parliament. Of these $77,000 was paid from Public Works Vote 10, $15, 000 
from External Affairs Vote 10, and the remainder from Treasury Board Vote 5 - Govern- 
ment Contingencies. Parliamentary approval of the payments was later given in Approp- 
Fiation Act No. 1, 1973, 1973, c.3, assented to on February 23, 1973, or in Appropriation 
Act Now23 1973,61973) c74; assented to.ontMarch,29,. 1973. 


The following is a list of the 1972-73 grants which received ex post facto 
approval of Parliament: 
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Beneficiary and 


Date of Payment appropriation charged Amount 
Maya), stove International Committee of the 

Red Cross (External Affairs 

Vote 10b) $ 15, 000 
Mayul2Z, 192 Organizing Committee, 


International Symposium on 
Biting Fly Control 


(Environment Vote 20b) 1, 000 
aly Malo 72 Canadian National Committee of 

the International Geographical 

Union (Environment Vote lb) 90, 000 
August 25; 1972. and 
January 17;7 1973 Province of Prince Edward 

Island (Secretary of State 

Vote 15a) 1, 270, 000 
February 26, 1973 City of Whitehorse 

(Public Works Vote 15b) 77, 000 


$ 1,453, 000 


It would appear desirable for the House to express an opinion on the 
policy that is presently being followed. 


78. Losses due to inadequate security deposits. In previous Reports 
(paragraph 98 in 1972) we have drawn attention to security deposits made by individuals 
or companies in the form of bonds with market values substantially below the amounts 
required. We cited instances of losses incurred in liquidating the bonds when this 
became necessary. 


During the year two departments experienced additional losses totalling 
$68, 000 in respect of deposits under the Canada Oil and Gas Land Regulations. The 
Department of Indian Affairs and Northern Development had accepted Canada 3% perpetual 
bonds as security for the performance of exploratory work to a value of $39, 500. 
A loss of $22,500 was incurred when the bonds were forfeited and sold for $17, 000. 
The Department of Energy, Mines and Resources had likewise accepted Canada 3% 
perpetual bonds as security for the fulfilment of a $96, 800 commitment. When the 
bonds were forfeited and sold for $51, 800, a loss of $45,000 resulted. The latter 
Department suffered a further loss of $25, 800 in April 1973 when Canada 3% perpetual 
bonds held as security for an amount of $44, 200, were forfeited and sold for $18, 400. 
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In the following cases the market value of securities held at March 31, 1973 
was substantially below the deposit required: 


€9, The Department of Transport held Canada 3% bonds and Canada 43% 
bonds with values totalling $71,500 as security of that amount required 
from contractors. These bonds had a market value of only $48, 500. 


(b) The Department of Manpower and Immigration held bonds deposited 
by transportation companies carrying immigrants to Canada at their 
par value of $95, 000 although the market value was $19, 000 less than 
that amount. 


(ce) Defence Construction (1951) Limited, a Crown corporation, held Canada 
bonds with a par value of $272,000 as security for that amount but 
they had a market value of only $160, 000. 


(d) The Department of Consumer and Corporate Affairs held certain bonds 
deposited by trustees in bankruptcy at their par value of $350, 000 
although the market value was $92,000 below that amount. 


(e) Central Mortgage and Housing Corporation held Canada bonds as a 
contractor's security deposit at their par value of $60, 000 although 
they had a market value of only $51, 600. 


We reiterate that, in order to reduce the possibility of future losses on the 
realization of security deposits, departments should accept bonds as security only 
at market value and review holdings, periodically, supplementing them where necessary 
to ensure that the then market value provides the amount of security required. 


Tis). Federal land and other assets occupied and used by the Province of 
Quebec in the Montreal-Longueuil area. In previous Reports (paragraph 65 in 
1972) we have referred to financial and legal problems encountered by Canada 
in respect of various federal lands and other assets occupied by the Province 
of Quebec in the Montreal-Longueuil area. The National Harbours Board and 
The St. Lawrence Seaway Authority are the two federal agencies most directly 
concerned. We noted that their outstanding problems were in the hands of the 
Federal-Provincial Relations Secretariat of the Privy Council Office. 


A decision on the course of action to be taken in negotiations with the 
Province, to which we referred last year, has not yet been reached. 
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80. Defence costs charged to Environment appropriations. For many 
years the Department of Transport provided the Department of National Defence with 
meteorological services on a non-recoverable basis under agreements approved by 
the Treasury Board. In October 1970 a joint submission was made to the Board seeking 
transfer to the Department of National Defence of financial responsibility for 
meteorological support, commencing with 1971-72. However, the Board, while acknowl- 
edging that to charge the cost of such services to defence programs would be consistent 
with program budgeting principles, withheld approval of the transfer because an 
increase in the National Defence budgetary ceiling could not be permitted. 


Last year (paragraph 83) we reported that provision for expenditure of 
the former Meteorological Branch of the Department of Transport was being made 
in the appropriations of the Department of the Environment. The charge to those 
appropriations for services provided to the Department of National Defence during 
1972-73 amounted to $2, 409, 000. 


81. Payment by instalments for properties transferred between departments. 
In May 1971 the Department of Indian Affairs and Northern Development obtained 
authority from the Treasury Board for the acquisition of the Canadian Forces Base 
at Rivers, Man., to be used as a training centre for people of Indian ancestry. It 
had been indicated to the Board that expenditure on the project in 1971-72 would 
include $25, 000 towards the purchase price of the facilities, and that provision for 
the balance would be made in the 1972-73 Estimates. 


However, following negotiation, agreement was reached with Crown Assets 
Disposal Corporation to purchase the property for $500,000, of which $25,000 would 
be payable on September 1, 1971, $100,000 annually on April 1 of each of the years 
1972, 1973, 1974 and 1975, and $75,000 on April 1, 1976. The initial $25,000 and 
the $100, 000 due on April 1, 1972, were paid in 1971-72 and the $100, 000 due on 
April 1, 1973, was paid in 1972-73, notwithstanding that the latter two amounts had 
not come in course of payment in those particular fiscal years. 


Similarly, in December 1972 the Board authorized the Department of Indian 
Affairs and Northern Development to purchase through Crown Assets Disposal 
Corporation the Canadian Forces Station at La Macaza, Que., with a view to developing 
it as a cultural education centre for the native people of Quebec. The agreed price 
for the property was $500,000, with $25,000 to be paid on or before March 31, 1973 
and the balance to be liquidated by five instalments of $95,000, due on April 30 of 
each year. Payment of $25,000 was made in 1972-73, as arranged. 


In our opinion the full cost of properties purchased from another department 


should be provided in the year of purchase in the Estimates of the department 
acquiring the property. 
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82. Ex gratia payment to a contractor. In April 1969 the Department 
of Industry, Trade and Commerce awarded a contract to a company for the preparation 
of a thesaurus of construction terms and indexes related thereto. The amount payable 
was $131,000 as a fixed professional fee together with a provisional amount not to 
exceed $14, 000 for travel, living, material, computer time and other expenses. 
Amendments to the contract to provide for additional work increased these amounts 
to $136, 000 and $20, 000 respectively. 


From time to time the company submitted invoices for work done. The final 
one, dated January 31, 1972, brought the amount billed to the maximum amount payable 
under the contract. 


Subsequently the company made what it described as a "sympathetic claim" 
for reimbursement of additional expense incurred in the performance of the contract. 
The claim stated, among other things, "We have of course signed this contract and 
as such recognize your right to refuse these overruns." The additional expense, 
originally stated to be $30, 000 and subsequently reduced to $24,000, was attributed 
to the incompetence of a subcontractor recommended by the Department who had to 
be replaced during the performance of the contract. 


After considering the reduced claim, the Department concluded that settlement 
on a 50% basis would be equitable. With Treasury Board authority the contract was 
amended to provide for an increase of $12,000 in the maximum amount payable and 
this was paid in June 1972. 


In our view, the payment was ex gratia rather than contractual. As such 
it should have been approved by the Governor in Council and reported in the Public 
Accounts in accordance with a recommendation made by the Public Accounts Committee, 
in its Second Report 1961, concurred in by the House of Commons on April 26, 1961. 


83. Taxation of recaptured capital cost allowance with respect to vessels 
sold. In previous Reports (paragraph 108 in 1972) we have referred to the provisions 
Ot the Income: Tax Act; R.5S.,. 7952; .c. 146, (section 13'of' 1970-71-72, c; 63) whereby 
a company which ordinarily becomes liable for income tax on the excess of the amount 
realized on the sale of a vessel over its book value (for taxation purposes) may, 
in lieu of payment of the tax, deposit an equivalent amount with the Department of 
Industry, Trade and Commerce. All or part of the deposit may be paid out to or on 
behalf of any person who, under conditions satisfactory to the Minister of that Department, 
acquires a replacement vessel or incurs conversion costs before 1974. 
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We drew attention to cases where funds on deposit were released to parties 
other than the original depositors upon fulfillment of appropriate conditions for ship 
construction or conversion. We also noted in these cases that part of the funds were 
returned to the original depositors. 


The situation remained unchanged in the year. We noted a case in our examin- 
ation where the Province of British Columbia converted one of its ferries at a cost 
of $2, 730,000. This conversion made possible the release of a deposit of $1, 036, 000 
which previously had stood to the credit of a shipping company. The final disposition 
of the funds was $282,000 (27%) to the Province and $754, 000 (73%) to the shipping 
company. 


Assuming that the intent of the legislation is to stimulate ship construction 
or conversion in Canada through income tax concessions, we again question whether 
arrangements of this nature have the full effect desired when as little as 27% of the 
funds placed in escrow may ultimately accrue to the benefit of persons who have 


vessels constructed or converted. 


Last year we indicated our understanding that the Minister of Industry, 
Trade and Commerce planned to make a report to the House on the operations under 
the legislation and on its effectiveness. No such report has yet been made. 


84. STOL aircraft development. In December 1968 the Department of 
Supply and Services, on behalf of the Department of Industry, Trade and Commerce, 
entered into an agreement with a contractor to share equally the $930, 000 estimated 
cost of a program definition study for the design, development, certification and 
production in Canada of a four-engine, short take-off and landing (STOL) aircraft. 
In August 1969 the Treasury Board approved the commencement of a $44. 2 million 
program for the development of the aircraft on an equal-sharing basis. By successive 
amendments to this authority, the latest in October 1972, the estimated cost of the 
development program has been increased to $58,981,000, of which the maximum Crown 
share will be $52, 618,000. Expenditure was $9, 725,000 to March 31, 1973. 


Other major costs associated with the aircraft development program arise 
from an engine development program with a different contractor involving an estimated 
cost of $16, 035, 000, of which the Department of Industry, Trade and Commerce will 
fund $11, 946,000, and a STOL air transport demonstration program being undertaken 
by the Department of Transport at a cost of $15.5 million, which includes $6.5 million 
for the procurement of six other aircraft from the aircraft development contractor. 


The readily identifiable cost to the Crown for the overall program is therefore 


about $80 million, but this is not apparent in the Public Accounts because the several 
major elements are not brought together. 


a 


In addition, the Government has, by letter to the aircraft development contrac- 
tor dated October 16, 1972, stated its intention to procure the contractor's products 
and services for its own purposes and to generate other business for the contractor 
to a value of $38.5 million during the next five years. 


85. Acquisition of Radio Engineering Products Limited as satisfaction 
for debts due to the Crown. In previous Reports (paragraph 101 in 1972) we have 
outlined the events which led to the acquisition of 99. 8% of the shares in Radio Engineer- 
ing Products Limited as satisfaction for debts of $4.5 million due to the Crown. The 
Deputy Minister of the Department of Industry, Trade and Commerce had advised 
us that the Company was to be sold at the earliest opportunity. 


The most recent financial statements of the Company, for the year ended 
July 30, 1972, disclose that the Company had incurred a loss of $5, 4 million in that 
year and was insolvent to the extent of $3.6 million. The Company has not yet been 
sold. 


Significant recent events relating to the Company include: the retaining 
of a firm of management consultants to advise on the best method of disposing of or 
operating the Company; the terminating of service contracts with the general managers, 
who were the prior owners of the Company; the appointment of the management consul- 
tants to supply interim consulting support until new management is established; 
and the making of working capital loans to the Company, amounting to $975, 000 by 
June 15, 1973. 


86. Local Initiatives Program. Manpower and Immigration Vote 10 provided 
$259 million for payments under the Local Initiatives Program, of which $195, 047, 000 
was disbursed during the year. The objectives of the Program were to provide jobs 
for unemployed members of the labour force and to contribute to the betterment of 
communities. Participation of municipalities, community organizations and private 
persons or groups in the development and management of the projects was invited. 


In 1972-73 projects were to meet certain criteria and fulfil certain requirements: 


"3 projects were to provide at least 15 man-months of employment and 
be of a non-profit nature; 

7 in the assessment of projects, highest priority was to be given to projects 
which undertook community services; 

= projects were to be carried out in a manner that would ensure that 
the primary purpose of providing employment for the jobless was 
met mainly during the six-month period commencing on December 
da clOde; 

7 project sponsors were normally required to hire unemployed workers 
through Canada Manpower Centres; 
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a projects expected to cost in excess of $75, 000 were to receive headquart- 
ers approval; 

= the maximum contribution per project was not to exceed $200, 000; 

= large construction projects involving total costs in excess of $500, 000 
were not eligible; 

= federal support was to be directly related to wages and other costs, 
contributions to wages being based on skills required for each project, 
not to exceed an average of $100 per man per week; in addition, up 
to $17 per man per week could be provided to cover other costs; 

a in the case of projects proposed by municipalities, the concurrence 
of the appropriate provincial government was required; 

2 all provincial and federal regulations and ordinances were to be complied 
with; and 

= periodic reports were to be submitted throughout the duration of projects 
to permit evaluation, and the projects were subject to audit. 


As was the case in the previous year, the extension of the 1972-73 Program 
to November 30, 1973, substantially altered it from a program to create winter jobs 
to one of continuing employment aid. Of the 5, 856 projects approved during the period 
December 1, 1972, to March 31, 1973, 2,900 were extended beyond the May 31 deadline. 
In 1, 500 of these cases the projects were also granted additional funds totalling $36 
million. 


Some of the 1972-73 projects were in fact a continuation of 1971-72 projects 
without any interruption in funding. Examples are: 


a) Slave Lake, Alta. A 1971-72 project with a contribution of $28, 600, 
which was extended to November 30, 1972, was again approved with 
a contribution of $36,100 as a 1972-73 project, with effect from December 
PLO F 2: 


b) Edmonton, Alta. Three 1971-72 projects, which received contributions 
aggregating $168, 400 and were extended to November 30, 1972, were 
again approved with contributions aggregating $193,500 as 1972-73 
projects, with effect from December 1, 1972. 


Our examination of project records and of reports of the Audit Services Bureau 
of the Department of Supply and Services on completed projects disclosed serious 
weaknesses in the administration of the Program, including the approval of many 
projects which did not comply with the established objectives and criteria. In addition, 
there were numerous weaknesses in the administration of projects. Twenty cases 
of fraudulent or irregular practices required investigation by the Royal Canadian 
Mounted Police. Several individuals have been convicted on charges of fraud and 
other cases are pending. In two of these cases the Department, with Treasury Board 
approval, made ex gratia payments in the amounts of $16, 000 and $3, 000 to employees 
covering unpaid wages. 
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In our opinion certain payments were not proper charges to the Program. 
Details follow: 


a. Many project sponsors lacked experience in managing a business type of 
undertaking requiring accounting records and compliance with employment 
regulations. Numerous instances were noted where attendance records were 
not satisfactory and supporting documentation for expenditure was not available. 
The Audit Services Bureau qualified or denied an opinion of the accounts 
of a substantial number of projects due to poor accounting records or inadequate 
documentation. Our examination of their reports on 424 projects showed 
this to be the case in respect of 169 projects. In some instances poor management 
resulted in penalties being assessed for failure to comply with various federal 
and provincial regulations. Our examination did not disclose that any projects 
were terminated because the records were being kept inadequately, although 
in some cases termination had been recommended by departmental monitors. 


Zs In March 1973 the Department advised its Regional Directors that under the 
terms of project agreements a sponsor was an employer but that a subcontract- 
or and his employees could not be regarded as employees hired by the sponsor. 
Costs associated with subcontracting could not therefore be classified as 
wages for which a sponsor would be eligible to receive a contribution under 
the Program but should be provided for under "other costs". Nevertheless, 
numerous projects where the work was to be subcontracted were approved 
by the Department. Examples are: 


(a) Montreal, Que. Thirty projects sponsored by the City of Montreal, 
involving a total federal contribution of $1, 274, 000 to aggregate construc- 
tion costs of $6, 759,000, were subcontracted. In April 1973 the Department 
advised the City that 15 additional days would be allowed within which 
to commence work on 13 of the projects. It was clearly stated in all 
13 project applications that the work was to be subcontracted. Despite 
the legal opinion with respect to subcontracts, no consideration was 
given to cancellation of these projects. On May 31, 1973, the Department 
cancelled two projects for failure to start, but time extensions were 
granted for the other 11 at the request of the City. The project monitor 
is on record as stating that the records for all projects were inadequate 
and that further on-site inspections would be useless. 


(b) Bedford, N.S. A community rink and recreation centre was to be 
built at an approximate cost of $400,000, of which $81, 000 was to be 
provided by the Program. In this and other like instances where 
the work had been commenced prior to the departmental ruling, the 
Department continued funding. 


22) 


Cc) 


(d) 


(e) 


Rockland, Ont. A federal contribution of $72,000 to an arena project 
was approved. Due to the nature of the work and because skilled 
workers were not available through the local Canada Manpower Centre 
it was necessary to hire subcontractors who could provide their own 
staff. 


Calgary, Alta. All work on a $495,000 project for which a contribution 
of $79, 000 was approved was subcontracted. 


Calgary, Alta. Funding of $20,000 was approved for a project involving 
the demolition of a building at a total cost of $300,000. The project 
was carried out by a subcontractor. 


The following projects in Montreal, Que. , were divided into two or more 
parts, thereby circumventing various financial limitations with respect to 
the Program: 


(a) 


(b) 


(c) 


(d) 


The objectives of a sponsoring organization, which covered a variety 

of community services in one area of Montreal, were divided and submitted 
through 20 separate applications. Of these, 11 were approved for 

a total value of $551,000, one being a project to administer the other 

10. Only one of these projects, involving a proposed outlay of $182, 500, 
received headquarters approval. 


A project for the installation of underground wiring on major intersecting 
arteries at a cost of $962,000 was divided into three parts. A contribution 
was made to each element for a total of $164,000, without headquarters 
approval. 


A project for a two-mile stretch of water and sewer construction at 
a cost of $576,000 was divided into two parts, in respect of which 
a total contribution of $70,000 was made. 


A project for the demolition of buildings at "Man and his World" at 

a cost of $443,000 was divided into three parts. A contribution of 
$185, 000 was made to the cost of the three resulting projects, without 
headquarters approval. 


Several projects, for which a contribution of less than $200, 000 was originally 
approved, later had their support increased beyond this limitation: 


(a) 


Montreal, Que. $321,600 to form a symphony orchestra to bring music 
to the public in schools, community centres and churches; 
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(b) Shawinigan, Que. $297,700 to provide sheltered workshops and 
housekeeping help for alcoholics and drug addicts before their re- 
entry into the labour market; 


(c) Verdun, Que. $263,000 to provide home cleaning and repair services 
for the aged; and 


(d) Rouyn, Que. $252,600 for the production of goods and services by 
handicapped individuals. 


A number of projects, particularly those of municipalities, were accepted 
because the work was to be done during the winter in order to help alleviate 
high seasonal unemployment. In some cases the projects did not start until 
May or later. Examples, in addition to those in 2(a), are: 


(a) Regina, Sask. A project in the amount of $66,900 for repair of substand- 
ard housing was approved by the Department on January 22, 1973. 
The work was not commenced until May 21, 1973. 


(b) Richmond Hill, Ont. A project for $60,100 to build a sheltered workshop 
for mentally retarded persons was approved on February 10, 1973. 
As there was a delay in obtaining the approval of the Town Council, 
the fire marshall and the Province of Ontario, which were necessary 
before the work could be undertaken, a time extension was sought 
and obtained on May 29, 1973. Upon receiving the extension the work 
was subcontracted. 


(c) Montreal, Que. A construction project for $158,600 was approved 
on February 2, 1973. As at August 7, 1973, a municipal building 
permit had not been granted because the required specifications had 
not been submitted to the City. The project has received two time 
extensions. 


Activity centre for senior citizens, Vancouver, B.C. A project proposal 


for the construction of an activity centre for senior citizens at an estimated 
cost of $480,000 was submitted for funding to the extent of $143, 000 under 

the Program. The project was rejected on the basis that: community benefit 
would be minimal as facilities of the nature planned were for the most part 
available at an existing recreation complex adjacent to the location of the 
proposed centre; the project was not directed towards creation of jobs for 

the major categories of unemployed persons in the area; and, the project 

being of a construction nature, it was questionable whether additional employment 
would be created over and above that which would normally take place in 

the target period December to May. However, following persistent representa- 
tions on behalf of the sponsor, the project was approved. 


oF, 


Cultural Centre, Toronto, Ont. Support of a proposal for building a cultural 
centre was rejected since it did not meet the objectives and criteria of the 
Program because: the facilities would be of limited community benefit; although 
the total cost was shown as $499,000, the cost of some construction material, 
architect fees and the land value had been excluded in order to keep the 

total cost of the project below $500,000; the project could not be completed 
prior to May 31; and sources of other funds were not documented. The same 
proposal had been rejected under last year's Program. On this occasion, 
after persistent representations on behalf of the sponsor, the project was 
approved for $100, 000 on January 4, 1973. The work was then carried out 
by a subcontractor. 


Medical building, Madoc, Ont. A contribution of $20,000 to meet a portion 
of the cost of a medical building was approved in February 1973. The project 
officer had reported on December 1, 1972, that the basement and first floor 

of this private project had been completed by subcontractors. Opportunities 
for employment generated by the project were very limited because of the 
demand in the area for the type of skilled labour requested. 


Contributions were made to projects in circumstances where enhancement 
of privately-owned property was financed in whole or in part from funds 
provided under the Program. Examples are: 


(a) Province of Quebec. In our 1972 Report (paragraph 115) we noted 
two projects, at St. Damase and Estcourt, Que. , sponsored by non- 
profit corporations to develop outdoor recreational facilities, where 
substantial gain could accrue to individual members in the event of 
disposal of assets and surrender of charter. The corporations submitted 
proposals again in 1972-73 for the development of outdoor recreational 
facilities which were approved in the amounts of $199, 000 and $198, 000 
respectively. In similar circumstances projects to cost $83,000 and 
$73,000 respectively were approved in 1972-73 at Ste. Marie de Beauce 
and Mont Lac Vert. 


(b) Holland Centre, Ont. A project was accepted for the improvement 
of property for public use by constructing a nature trail and water 
supply, reconstructing a log barn and widening the cleared area around 
an airstrip, at a cost of $51,500. After approval, the Department 
learned that the work proposed would be entirely on property owned 
by the project sponsor. In order to ensure that this land would be 
accessible to the public, the Department requested that an agreement 
be negotiated between the sponsor and the municipality but the municip- 
ality refused to enter into an agreement. The sponsor then made a 
three-year agreement with the local conservation authority, of which 
he is the chairman, providing for public access during that period. 
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87. Weakness in reporting supplementary income for income tax purposes. 
Allowances amounting to $141 million were paid during the year to trainees under 
the Canada Manpower Training Program administered by the Department of Manpower 
and Immigration. With effect from January 1, 1972, such allowances, not previously 
considered as income for purposes of the Income Tax Act, R.S. 1952, c. 148, became 
taxable. The Department was advised by the Department of National Revenue - Taxation 
that deductions of tax at source need not be made, but that it would be necessary 
to provide the recipients and the Department of National Revenue with covering T4A 
forms each year. 


The Department of Supply and Services issued the cheques in payment of 
trainee allowances and prepared the covering T4A forms. An examination of records 
and procedures at the offices providing this service to four of the five Regional Offices 
of the Department of Manpower and Immigration disclosed substantial weaknesses 
in the reporting of taxable income in respect of training allowances to the Department 
of National Revenue - Taxation: 


9) the control of allowances paid was not adequate at the beginning of the 1972 
calendar year, resulting in some allowances paid in 1971 being reported 
in the 1972 T4A forms while others paid in 1972 were not reported; 


2) the amounts reported on the T4A forms in some cases included living away- 
from-home allowances which are not taxable; 


3) the T4A forms included amounts that had not in fact been paid as the covering 
cheques had been cancelled; 


4) no reconciliation was made by the Department of Supply and Services between 
the amounts reported to the Department of National Revenue - Taxation and 
the allowances paid; and 


5) a substantial number of T4A forms did not contain an adequate address and 
many did not reach the recipient. 


These shortcomings have resulted in taxable income being reported incorrectly 


to the Department of National Revenue both by recipients and by the Department 
of Supply and Services. 
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88. Apparent circumvention of the provisions of the Canadian Forces 
Superannuation Act. Section 19 of the Canadian Forces Superannuation Act, R.S., 
c. C-9, requires the immediate suspension of an annuity upon the expiration of any 
continuous period of full-time service of one year in the Reserve Force. The stipulation 
of "continuous" service permits a result which it is doubtful was contemplated when 
Parliament passed the legislation. This is demonstrated by a case which came to 
attention during the year. 


A former non-commissioned officer, who had served over 25 years in the 
Regular Forces prior to his retirement in 1970 to promote economy or efficiency, 
commenced full-time paid service in the Reserve Force in May 1971. In accordance 
with the Act the annuity to which he had become entitled was suspended one year 
later. He terminated his service in June 1972 but resumed it after a break of one 
day. As continuous service had been broken, the Department of National Defence 
considered that it would be within the letter of the law to reinstate the annuity, and 
this action was taken. From June 23, 1972, the date of the reinstatement, to March 
31, 1973, the former member received $3, 165 in annuity payments in addition to his 
regular pay. A further "retirement" of three days in May 1973 has permitted payments 
of annuity to continue concurrently with Service pay. 


The former member contributed to the Canadian Forces Superannuation Account 
in respect of his initial period of service in the Reserve Force, in accordance with 
a requirement of the Act. This created an anomaly in that he contributed to the Account 
for a period during which he was also drawing an annuity from it, one which increased 
materially because his remuneration in the Reserve Force increased the average 
pay and allowances used in the calculation of his annuity when it was reinstated in 
June 1972 after a one-day break in the member's service. 


In the circumstances we must conclude that the breaks in continuous 
service were designed to circumvent the intent of the Act with respect to the 
suspension of annuity payments. 


89. Inadequate control over advance payments made under contracts. 
In paragraph 140 of our 1972 Report we referred to advance payments to the 
Governments of the United States and the United Kingdom which are made by the 
Department of National Defence under the terms of various contracts. The advance 
payments are charged against the Department's appropriations in the year made 
and in many instances a number of years may elapse before delivery of goods or 
provision of services. We referred to a number of weaknesses in internal control 
procedures which made it impossible for us to verify the correctness of the 
outstanding advances reported in the Public Accounts. 
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The advances at March 31, 1973, reported by the Department and included 
in Volume II of the Public Accounts at page 35. 26 were: 


Government of the United States $ 62, 153, 000 
Government of the United Kingdom 6, 914, 000 
Other advances (12 items) 506, 000 


In January 1973 the Department advised us that a system of review and follow- 
up of long-outstanding advances had been introduced and that this would be followed 
monthly for advances outstanding in excess of six months. However, we found that 
by March 31, 1973, little or no action had been taken to strengthen internal control 
and once again we are unable to verify the correctness of the balances reported. 

The irregularities noted include the following: 


tS Advances to the Government of the United States as shown by the subsidiary 
accounts maintained for each contract totalled $64, 453,000 which is $2, 300, 000 
greater than the amount reported. No explanation has been offered for this 
difference. 


x In response to our request to be supplied with details of any invoices submitted 
by the Government of the United States and held by the Department of Supply 
and Services in Washington at March 31, 1973, we learned that the Washington 
office held invoices totalling in excess of $30 million. Many date back several 
years and had not been recorded in the accounts maintained in Ottawa although 
the goods invoiced had in most cases been received. Some examples are: 


Goods for which $20 million was advanced from 1966 to 1969 had been 
delivered in 1969 and 1970. Invoices totalling $28. 8 million were held 
in Washington. The invoices recorded against this advance in Ottawa 
totalled only $1 million, so this advance was overstated by $19 million. 
Also the additional amounts owing had not been paid or recorded as 
accounts payable at March 31, 1973. 


Equipment for which $95,000 was advanced in 1965 had been received 
in 1967, the cost being $63,000. The balance was reported as outstanding 
but no action had been taken to recover the excess. 


Some invoices held in Washington related to contracts under which 

no advance payments were required. Two such invoices issued in 
1971 and 1972 amounting to $1.3 million had not been paid or recorded 
as accounts payable at March 31, 1973. 
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25 The amount reported as advances to the Government of the United Kingdom 
includes the 12 items comprising the "other advances" which are also reported 
separately and approximately $2 million representing advances to suppliers 
other than the Government of the United Kingdom. 


The existence of these substantial advance payments may be serving to reduce 
the pressure which the United States Government could normally be expected to exert 
in order to obtain settlement of invoices which are being held for long periods. 

Such a situation can conceal excessive spending, unrecorded liabilities and disputed 
amounts. In our opinion the Department should annually reconcile the balances of 
its advances with the corresponding balances in the accounts of the United States 
departments concerned. 


90. Inadequate control over supply items. In previous Reports (paragraph 138 © 


in 1972) we have drawn attention to inadequacies in the Canadian Forces supply system 
data and computer programs. Although the Department is of the opinion that the 
present system is generally reliable for operating management and control purposes, 

it has acknowledged that there are "some shortcomings that cannot efficiently or econom- 
ically be corrected until the new integrated system is implemented" in 1974. 


In a review of computer files, we carried out a limited test of unit prices 
which disclosed that the prices in the records at March 31, 1973, for 25 items were 
overstated. These pricing errors, when multiplied by the quantities on hand, would 
result in the overstatement of the value of the item by from $40, 000 to $44, 774, 000, 
the total being $123 million. From this review of the computer files, we have estimated 
that the overall inventory value of the 528,000 items recorded was about $597 million 
at Mare 51, 1973. 


The computer files provide for the inclusion of information relating to expected 
requirements from which, to the extent that it is included, we can estimate the cost 
value of excess stock. Holdings of 374,000 items, with a value of $300 million, appear 
to be in excess of requirements; about 50% showed practically no usage in the past 
two years. Some of these items were: 
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Cost of 


Description Quantity Cost excess 
Barrel icun, cal... 50 73, 887 arya hs ey a $ 6, 124, 865 
Bayonet, No. 4, Poole API NCG NSH 39, 866 39, 866 
Axle arm, forked, assy 129 58, 140 46, 140 
Hook, tow ero 26, 355 20,255 
Tester vane transducer 14 Shapes hee 85,9571 
Post, screw, metal 151,478 75, 739 157139 
Switchboard, telephone 88 35, 360 30,027 
Control, transmitter 235 118, 560 118, 560 
Overcoat, man's wool 1, 693 71,698 10 26>. 
Wire steel corrosion res. 9,672 36,240 35,070 
Divine service book 10, 085 40, 340 36, 400 


Based on our estimates, during the year excess holdings increased by about $5 million, 
while items with a value of $19 million were identified by the supply depots and declared 
surplus. In a recently-completed 18-month study the Department identified another 

30, 000 items that appeared to be obsolete and are being declared surplus in 1973- 

74. Further efforts should be made to identify and dispose of excess holdings in 

order to lessen the financial loss from obsolescence and deterioration and to avoid 
additional storage costs. 


O15 Unsuccessful assembly of fuses. In the period from May 1969 to July 
1970, the Department of Supply and Services entered into contracts on behalf of the 
Department of National Defence, at an estimated cost of $1.8 million, for the procurement 
of components and the assembly of 20, 000 fuses to be delivered between April 1970 
and March 1971. The principal contractor was Canadian Arsenals Limited, a Crown 
corporation accountable to the Minister of Supply and Services. 


For almost two years the Company tried unsuccessfully to assemble fuses 
of an acceptable quality. Failures, characterized by early bursts and duds, continued 
despite the application of engineering and scientific expertise. In May 1972 the Depart- 
ment of National Defence requested contract termination, ascribing the decision to 
a reduction in its operational requirements. A National Defence study in September 
1972 concluded that since the engineering capability of the Company had declined 
and the Forces requirement for fuses was then too small to warrant production, future 
requirements should be purchased from other countries. Notwithstanding this and 
the knowledge that the material deteriorated with time, the Department decided in 
July 1973 to store it at the company's plant for a period of three years at a cost of 
$14, 000. 


As there is no apparent intention of resuming assembly of the fuses, the 


$1, 624, 000 charged to National Defence appropriations for the program must be consid- 
ered non-productive. 
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92; Higher cost of procurement in Canada. In paragraph 141 of our 1972 
Report we referred to two contracts entered into with a Canadian manufacturer at 
a price 18% in excess of that tendered by the Canadian agent for a United States compet- 
itor, although it has been stated Government policy in recent years to pay a premium 
for Canadian manufacture of not more than 10% of the difference in foreign content. 
A further example of excess premium being paid for Canadian manufacture was noted 
during the year. 


During 1970 and 1971 the Department of Supply and Services studied the 
feasibility of re-establishing in Canada the production of rocket motors used by the 
Department of National Defence. Although it was estimated that the cost of Canadian- 
produced motors would be 60% in excess of the cost of purchasing motors in the United 
States, it was decided to support Canadian production. As an interim measure, a 
contract was entered into in July 1972 with the United States Government for the supply 
of 15,000 rocket motors at a unit price of $30. 46. 


Between July and November 1972 the Department of Supply and Services 
entered into several contracts for the production in Canada of 67, 700 motors. The 
value of these contracts was $2, 867,000, or $42. 35 per motor, of which $1, 064, 000 
or 37% was for the purchase of components from the United States Government. The 
major contract awarded to a Canadian company involved $1, 236,000 for the supply 
of a component, the premium of $424, 000 over a United States price being accepted 
in order to "assist in ensuring the continued operation of the company's unique indust- 
rial defence capability". The other contracts involved an additional premium of 
$381, 000. 


The premium of $805,000 for this procurement in Canada is 80% of the difference 


in foreign content and this is contrary to stated Government policy. In addition, 

it is questionable whether the premium cost should have been borne by the National 
Defence appropriation because maintenance of our industrial defence capability is 

a responsibility placed on the Minister of Supply and Services by section 10 of the 
Detence Production Act, R.Sa, €. 2-2: 


93. Delay in installing equipment procured on emergency basis at a higher 
cost. In October 1970 the Department of National Defence obtained Treasury Board 
approval to procure two airborne scanning systems for evaluation and familiarization 
purposes. Shortly afterward the Department recognized an emergency requirement 
for the equipment and requested the Department of Supply and Services to procure 
it immediately. 
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The Department of Supply and Services approached seven potential 
suppliers and received two quotations, one at $300,000 and the other, $367, 000. 
In the lower quotation delivery was promised in 3 1/2 months and a rent-free interim 
system was offered within two weeks. In the higher quotation delivery of one 
system was promised within two days. Because of the emergency, and also because 
the system proposed in the lower quotation would require modification to meet all 
technical requirements, the Department of National Defence requested that the more 
costly equipment be purchased. The Department of Supply and Services entered 
into a contract on November 9, 1970, and the first system was delivered aboard a 
Canadian Forces aircraft flown to the United States for that purpose on November lI, 
1970. However, the system was not installed until February 1971 because by the 
time the contract was let the emergency had greatly diminished and an earlier version 
of the equipment, owned by another government department, had already been 
installed and was in use. 


94. Cost of little-used engineering orders. In December 1968 the Department 
of Supply and Services entered into a $73, 000 contract for the reissue of engineering 
orders for the operation, maintenance and overhaul of a fleet of National Defence 
helicopters. The contract required delivery by April 1969 but because of delays, 
in part by the Department of National Defence in providing additional technical data 
and in reviewing draft engineering orders, it was amended to provide that every 
effort would be made to deliver the orders by March 1970. When they had still not 
been delivered in July 1970, by which time the Department of National Defence had 
decided to phase-out the helicopters in July 1971 rather than April 1974, the contractor 
was requested to discontinue the work. 


Subsequently, approval was given by the Department of National Defence 
for the completion of a portion of the requirements and the contract was settled for 
$54, 000 in June 1972. The Crown received engineering orders valued at about $37, 000 
which were used from October 1970 until the last helicopter was taken out of service 
in December 1971. The remaining $17,000, representing termination costs, was 
entirely non-productive. 


95: Late-delivery penalty clauses. In our 1971 Report (page 90) we commen- 
ted on the renegotiation of a penalty clause in a contract where penalties estimated 
to be in excess of $1 million were waived with the approval of the Treasury Board. 
We pointed out that any relief from the penalty to be paid by the contractor should 
have been provided by the Governor in Council under section 17 of the Financial 
Administration Act. 
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During the year we reviewed four contracts entered into by the Department 
of Supply and Services for the purchase of sonobuoys at a cost of $8.5 million for 
the Department of National Defence. Sonobuoys are produced in lots, and samples 
taken from each lot are tested by the Department of National Defence in what are termed 
drop-tests, which require the use of aircraft, a recovery vessel and a sea test range. 
As the availability of the Department of National Defence test facilities is limited, 
regular deliveries of test samples are required in order to insure optimum use of 
the test facilities. In addition, failure to deliver on schedule could ultimately interfere 
with the orderly supply of sonobuoys. Accordingly, invitations to tender outline 
the late-delivery penalties and the tenderer takes them into consideration in preparing 
his bid. 


In two of the four cases the successful tenderer offered, and the Department 
accepted, price reductions for the elimination of the penalty clause from the contract. 
In the first case the reduction was 10%, amounting to $317,000, and in the other, 
3.5%, amounting to $69, 000. 


In the third case, in which the contract provided for a maximum penalty 
of 10%, the contractor fell behind schedule in his deliveries. Penalties, which under 
a strict application of the penalty clause would have amounted to $26, 400, were not 
assessed by the Department of Supply and Services. 


In the fourth case the invitation to tender included a provision for a late- 
delivery penalty clause with a penalty of up to 10%, but the Department of Supply 
and Services did not incorporate it in the contract. The contractor fell behind schedule 
and would have incurred penalties, which we estimate at $32,600, had the penalty 
clause been incorporated. 


It is apparent from the cases cited that contractors are conscious of the risks 
involved in late-delivery penalty clauses and attach significant monetary value to 
them. The failure to incorporate the penalty clause in a contract based on a tender 


that included such a provision, without obtaining a price reduction, indicates a breakdown 


in Department of Supply and Services contracting procedures. Furthermore, in the 
case where a penalty clause was incorporated in the contract and the Department 
failed to assess the penalty incurred, it acted beyond its authority as section 17 of 
the Financial Administration Act reserves to the Governor in Council the right to 
remit any tax, fee or penalty. 
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96. Special services provided by the Department of National Defence. 
The Department of National Defence is continually called on to provide a variety of 
special services. In previous Reports (paragraph 134 in 1972) we have referred 
to the failure of the Department to recover the cost of providing some of these services 
with the result that its appropriations were being applied to purposes not authorized 
by Parliament. 


The National Defence Act, R.S., c. N-4, provides for the use of the Canadian 
Forces to aid civil powers in civil emergencies, the cost incurred being the responsibil- 
ity of the province that requests aid. The Act does not deal specifically with other 
circumstances in which assistance is given to persons or organizations, but general 
authority is implied in the text of National Defence Vote 1 where the Department is 
authorized to make recoverable advances and to spend revenue received in respect 
of charges for supplies and services. 


During the year we noted additional instances similar to those reported in 
earlier years where services were provided without fee or full recovery of costs. 
Furthermore, it appeared that in 1973 the number of non-departmental travellers 
on Service aircraft without payment of fee had increased considerably. 

In previous years we have also referred to the National Defence Provision 
of Services Regulations, Order in Council P.C. 1962-13/653 of May 2, 1962, under 
which the Department could authorize the provision of special services for which 
a fee was to be charged with certain specified exceptions. These Regulations were 
revoked in February 1973 and, pursuant to section 13(b) of the Financial Administration 
Act, the Governor in Council authorized the Minister of National Defence to prescribe 
the fee or charge to be paid by a person to whom a service or the use of a facility 
is provided by the Department, subject to various conditions. 


National Support and Development is one of the activities for which provision 
has been made in the appropriations for the Canadian Armed Forces Program. In 
June 1972, when the Standing Committee on External Affairs and National Defence 
reported to the House on its examination of the policies outlined in the White Paper 
Defence in the 70s, the Committee noted that a number of the projects and services 
that the Canadian Armed Forces can carry out under the head "national development" 
are in fact of a quasi-commercial or commercial nature. These include such things 
as aerial surveys, airport and bridge construction, highway construction and air 
transportation. The evidence given before the Committee by departmental officials 
and referred to in its report provided details of the general policies being followed 
and included the following statement: "Defence Department support for national 
development projects will be on a cost recovery basis". 


Taking into consideration the provision made in the appropriations of the 
Department of National Defence for National Support and Development activities, the 
authority given to the Minister by the Order in Council of February 1973, and the 
statement to the Standing Committee on External Affairs and National Defence that 
national development programs will be on a cost recovery basis, it is not clear what 
costs the Minister is expected to recover. 
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oF. Excessive cost of accommodation for militia unit, Kitchener, Ont. 
In paragraph 151 of our 1972 Report we referred to a lease entered into by the Department 
of National Defence in 1962 to provide accommodation in Kitchener for local militia 
units. The Department, in view of an expected decrease in the Reserve Force, had 
renegotiated the lease to provide for a month-to-month tenancy at a monthly rental | 
of $2,500 effective September 1, 1969. We pointed out that the lease was still in effect | 
at March 31, 1972, although, of the three militia units with a total strength of 166 | 
on September 30, 1969, two units had been disbanded by March 1970 and the remaining 
one had a strength of 33 in March 1972. The annual cost of retaining the accommodation, 
including rental, caretaker services, heat and power, was approximately $45, 000 
or $115 per month for each member on strength in March 1972. 


The lease was still in effect at March 31, 1973. The annual cost remained 
the same, but the strength of the unit had decreased to 23 at the year-end. A decision 
to terminate the lease and relocate or disband the unit is being withheld pending 
the results of a current study of the Militia. 


98. Costs resulting from delay in amending agreements. In January 1962 
the Department of National Defence entered into an agreement with a utility company, 
at a minimum monthly charge of $1,150, for the supply of electrical energy to the 
refuelling site used by the United States Air Force at Cold Lake, Alta. The agreement 
was for a period of five years and thereafter was subject to automatic renewal from 
year to year and to cancellation on six-months notice in writing by either party. 
These costs were not recoverable. 


Following a fire in 1963 the site was abandoned by the United States Air 
Force and the power capacity was apparently no longer required. On several occasions 
in 1967 the company asked the Department if it wished to lower the minimum energy 
capacity, thereby reducing the minimum monthly billing to $345, a potential saving 
of $805 per month. In June 1968, on the assumption that its proposed change of agreement 
would be duly signed, the company took unilateral action to lower the capacity, but 
was prepared to revert to the contracted capacity whenever required. Because no 
notice of cancellation of the agreement was received from the Department, the company 
considered that it had not obtained a release from its contractual obligations and contin- 
ued to bill at the contracted minimum monthly charge. 


In April 1971, some four years after renegotiation was first proposed, the 
Department asked the company for confirmation of the date the power service had 
been reduced and indicated willingness to amend the agreement accordingly. However, 
because of the delay, the company was not prepared to reduce charges retroactively 
to 1968 when the service had been reduced. The Department resumed negotiations 
in September 1972 and a revised agreement was signed on October 30, 1972, providing 
for a reduced rate of $345 per month, after the company's offer to refund $14, 490 
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had been accepted. The total cost from August 1, 1967, six months after the company 
first suggested that the electrical capacity be reduced, to October 31, 1972, amounted 
to $57,960. Had the Department agreed to the initial offer to reduce the energy capacity 
the cost would have been $36, 225 lower for the same period. 


We also noted that the Department entered into an agreement with the Canadian 
National Railway Company in 1959 for the use of a spur line to the refuelling site. 
Although no use has been made of this line in recent years the Department has continued 
to pay the annual rental rate of $724. Payments totalled $6,500 for the years 1964 
co 1972. 


hE Additional cost of roof repairs because of unsatisfactory insulation 
material. During the five-year period 1967 to 1972, the Department of National Defence 
experienced a number of failures in roofs in which a particular rigid board insulation 
had been used. However, it was not until June 1972 that approval for the use of 
this material on National Defence projects was withdrawn. 


The first failure, at Gimli, Man., in 1967, occurred the day after completion 
of a roof when high winds blew off portions of it. Because of indications that the 
failure was due to a lack of cohesive strength within the insulation board, its use 
on further projects was suspended. However, it was reinstated as an approved material 
after subsequent testing and investigation indicated that other factors had contributed 
to the failure. The roof was repaired in 1968 at a cost of $20,000, of which the Crown 
accepted $8, 000 as its share. 


Two roof failures in 1969, at Penhold, Alta., and Shelburne, N.S., confirmed 
that the insulation board was not able to withstand the stresses to which it was subjected. 
In each case the failure occurred within the two-year guarantee period but the contrac- 
tor was not held responsible because the failure resulted from the use of the approved 
insulation material applied in accordance with the specifications. The roof at Shelburne 
was replaced at a cost of $20,000 to the Department. The roof at Penhold was repaired 
at a cost of $1,500; however, it continued to be unsatisfactory and was replaced in 
1972 as part of a larger job at an estimated cost of $20, 000. 


A fourth failure occurred at Chatham, N.B., in February 1970, seventeen 
months after two hangars had been re-roofed. Again the failure was within the guaran- 
tee period and again the contractor was not held responsible because the failure resulted 
from the use of the approved insulation board. He was paid $13, 000 to make repairs 
but the roofs remain unsatisfactory and their failure is anticipated. 


In a fifth case, also at Chatham, the re-roofing of a third hangar by a 
different contractor was commenced in the autumn of 1971 but work was suspended 
for the winter months. On the resumption of work it was discovered that the roofing 
already completed had deteriorated substantially. The Department decided to replace 
the insulation board over the entire roof with another material. The additional cost 
to the Crown was $28, 000. 
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The total direct cost of repair and replacement with respect to the five roof 
failures was $90,500. Not included in this amount is the cost of temporary repairs 
by service personnel. Furthermore, it is anticipated that the Department will incur 
additional costs in the future as a result of further failures of roofs because of the 
unsatisfactory insulation board. 


100. No provision in the Excise Tax Act for cancellation of wholesaler's 
licence when nature of business changes. Section 32(1) of the Excise Tax Act, R.S., 
c. E-13, provides for the granting of a licence to a wholesaler, whose tax exempt 
sales were more than 50% of total sales for the three months immediately preceding 
the date of application, which gives him the privilege of delaying payment of tax 
on goods from the time of purchase to the time of sale. There is no provision in the 
Act for cancellation of the licence if this condition ceases to exist. Therefore even 
though his tax exempt sales become less than 50% of total sales, or if the nature of 
his business changes after the licence has been issued, the wholesaler continues 
to enjoy the advantages of deferring payment of sales tax on his inventory until such 
time as the inventory is sold. 


The Department is of the opinion that it has no right to cancel a licence once 
it has been issued. If this is so, we suggest that the Act be amended to authorize 
cancellation of a wholesaler's licence when the conditions for the issuance of a licence 
no longer exist. 


101. Interest charged on re-assessment. Section 161(1) of the Income 
Tax Act, R.S., 1952, c. 148, as amended by 1970-71-72, c. 63, provides that: 


Where the amount paid on account of tax payable by a taxpayer under 
this Part for a taxation year before the expiration of the time allowed for 
filing the return of the taxpayer's income is less than the amount of tax payable 
for the year under this Part, the person liable to pay the tax shall pay interest 
at a prescribed rate per annum on the difference between those two amounts 
from the expiration of the time for filing the return of income to the day of 
payment. 


In its administration of this section of the Act, the Department of National 
Revenue - Taxation, upon re-assessment of a taxpayer's return which results in 
an upward adjustment in the tax payable, deducts an overpayment of tax at the time 
of filing from the amount of additional tax payable on re-assessment in determining 
the amount on which interest is to be.charged. This is done even when the overpayment 


at the time of filing has been refunded to the taxpayer, although it would seem reasonable 


that interest from the date of the refund should enter into the calculation of the interest 
to be charged on re-assessment. 
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102. Insufficient penalty for late payment of income tax. In previous Reports 
(paragraph 174 in 1972) we have drawn attention to the substantial amounts of income 
tax remaining unpaid at March 31 of each year. We have suggested that the imposition 
of penalties for late payment, over and above the 6% which was payable on taxes paid 
after the due date under the provisions of the Income Tax Act, R.S., 1952, c. 148, 
could be of material assistance to the Department of National Revenue in collecting 
its accounts. We also reported that the Act had been amended to provide for interest 
"at a prescribed rate per annum..." and that the rate prescribed by regulation was 
the same as that provided formerly by the Act. 


There has been no change in this situation. The Department has advised 
that it accepts our view that interest on unpaid taxes must be brought closer into 
line with current rates in the financial community, but that it is necessary to amend 
other Acts administered by the Department so that the interest rate may be maintained 
at a constant level for all Acts. 


At March 31, 1973, accounts receivable, secured to the extent of $100 million, 
amounted to $547 million, of which $320 million had been outstanding for more than 
one year and $204 million (3,545 accounts) pertained to assessments under appeal. 


103. Income tax owing by non-residents. In previous Reports (paragraph 
172 in 1972) we have referred to the deletion from the accounts of income tax owing 
by taxpayers from whom collection could not be effected because they were no longer 
resident in Canada. 


During the year such deletions amounted to $5.2 million owing by 1,192 
taxpayers, including $4.2 million owing by six taxpayers. 


The continuing problem of collecting income tax from non-residents is aggrava- 
ted by the fact that a person emigrating from Canada is not required to obtain a tax 
clearance before departure, and by the lack of agreements with other countries for 
the collection of tax on a reciprocal basis. 


The Public Accounts Committee in its Fourth Report 1969-70 stated that: 
....this is an area where the government should take immediate steps, perhaps 
by a series of agreements with other countries as well as developing its 

own internal procedures, to minimize the evasion of payment of income tax 


by persons leaving Canada or removing assets from Canada. 


There have been no further developments. 
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104. Post Office retail activities. In March 1971 the Post Office, through 
a newly-created Marketing Branch, embarked on a program of sales to the public 
of various non-postal items, with the purchase costs of this merchandise being charged | 
to the Post Office vote for operating expenditure. In paragraph 177 of our 1972 Report | 
we questioned whether the sale of such non-postal items as coin sets, art prints, | 
handicrafts, etc., fell within the powers of the Postmaster General under the Post 
Office Act, R.S., c. P-14, and indicated our understanding that the Department 
had included in its proposals for legislative action for the 1973 Session an additional 
provision in section 5 of the Act to provide for retail services by the Post Office complem- 
entary to the postal service. We also pointed out that the profitability or otherwise 
of the program could not be determined because suitable accounts had not been established 
and overall operating statements had not been prepared. 


Several years ago the Public Accounts Committee gave consideration to the 
practices of another department that lacked statutory sanction and stated in its Fifth 
Report 1966-67 that: 


a government department should not initiate or take any action that is not 
authorized by Parliament even though it contemplates that Parliament may 
eventually take action to provide that authority. It considers that the actions 
of government departments must be limited at all times to the legislative 
authority existing at the time the action is taken. 


The proposed legislation has not yet been introduced so the sale by the Post 
Office of non-postal items continued during 1972-73 without the approval of Parliament 
and without adequate accounting. 


105. Delays in awarding firm-price contracts for highway services. Section 
33 of the Post Office Act, R.S., c. P-14, permits the Postmaster General to make 
temporary arrangements for the conveyance of mail until a regular contract is entered 
into. In our 1972 Report (paragraph 180) we referred to instances where delays 
by the Post Office Department in awarding contracts prior to the expiration of existing 
contracts resulted in services being operated under temporary arrangements at rates 
higher than those provided in contracts subsequently entered into. Four instances 
were noted where such temporary arrangements had resulted in additional expenditure 
of $91, 000. 


Our test examination during the year disclosed 14 additional cases where 
temporary arrangements at rates greater than those stipulated in the subsequent 
contracts resulted in increased expenditure of $68,000. Of these 14 instances, ten 
had been in effect for one year, three for two years and one for about three and one- 
half years. 
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Fifty other instances were noted where the postal services were being provided 
under temporary arrangements. Three of these arrangements had existed for over 
six years, two for over five years, two for over four years, two for over three years, 
fifteen for over two years and eleven for over one year. 


106. Costs arising from take-over of mail transportation services. In October 
1971 the Post Office embarked upon a program to take over from private contractors 
and operate the mail transportation services in major urban or metropolitan centres. 
All contractors were notified by letter dated November 23, 1971 that the Department 
intended to proceed with the program at the earliest possible date. A major contractor 
in the Winnipeg area considered that his contract, due to expire June 30, 1972, had 
been cancelled forthwith but, after consultation with the Department, he agreed to 
perform the service to the mutually acceptable date of March 31, 1972. As a consequence 
of this, two other contracts due to terminate on June 30, 1972 were terminated at 
March 31, 1972, the Department paying $33,500 to the contractors as compensation 
for damages. 


Had the contracts with the three contractors been allowed to continue to comple- 
tion on June 30, 1972, the Department would have avoided the damage settlement 
cost of $33, 500 and the contingent liability arising from a suit for damages which 
has been initiated by the major contractor. 


107. Post Office 1973 calendar. In September 1972 the Post Office Department 
requested an advertising agency to produce a 1973 calendar which would provide 
basic postal information and publicize postal products and services. Distribution 
of the calendar was planned for November 1972. 


No written contract was entered into and documentation on file relating to 
the undertaking is scanty because most matters were dealt with orally. However, 
a quotation received from the agency in October indicates that it was to provide 1, 000, 000 
28-page calendars at a printing cost of $174,000, with additional costs to be incurred 
for artwork, colour photography, type-setting and overtime, plus the agency fee 
for development, creativity and supervision. We have been informed by the Department 
that the original estimate of total cost for the production of the calendars was $229, 000, 
exclusive of sales tax. 


As the initial drafts of the calendar submitted by the agency were unacceptable 
to the Post Office, considerable time and effort was expended by departmental officials 
in rewriting the material. 


In November errors were discovered which resulted in the scrapping of 
100, 000 copies of the calendar. The agency accepted responsibility for the cost involved 
but the departmental files do not show what amount, if any, was actually absorbed 
by the agency. At the same time the Department decided that minor revisions were 
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required to the calendars already partially printed. In an attempt to reduce costs 
and hasten delivery four pages were eliminated, resulting in a 24-page calendar 
for the balance of the order, and the total quantity was reduced to 800, 000 copies. 
Nevertheless, the full amount of $174, 000 quoted for printing 1 million copies of the 
28-page calendar was included in the billing to the Department. 


We were advised that about 350,000 of the 28-page and 450, 000 of the 24- 
page calendars were produced but as control records were not maintained, we have 
been unable to determine the actual number delivered to the Post Office. 


On November 29, 1972, the agency billed the Post Office for $270, 000 plus 
federal sales tax of $32,000 for the complete job and full payment was made on December 
18, 1972, although the calendar was still in production at that time and, in fact, final 
shipments by the printer were not made until the latter part of January 1973. 


As there is no written evidence of any obligation to pay the agency in advance 
of delivery, the propriety of the advance payment is questionable. 


It seems apparent that the difficulties encountered by the Post Office in adminis- 
tering the arrangement and controlling its cost stemmed from undertaking the project 
at such a late date and failure to set out in a formal manner what was required. 


108. Increased costs due to delay in awarding contract. In April 1972 
the Post Office invited tenders for the conveyance of mail by road between Vancouver 
and Prince George, B.C. for a period of five years, a service which was being performed 
under a temporary arrangement at a cost of $163,000 per annum. Five tenders were 
received, the lowest being $115,000 per annum. The low tenderer was notified that 
he was being awarded the contract effective July 10, 1972. However, the District 
Office of the Department was instructed by Headquarters not to go ahead with the 
new contract and arrangements were made to have the present contractor, who had 
bid $128,000 per annum, continue to provide the service under a temporary arrangement 
at a cost of $169,000 per annum. 


In March 1973 tenders were again sought. The previous year's low tenderer 
again submitted the lowest bid, $152,000 per annum. This time the bid was accepted 
by the Department, with the contract to go into effect in May 1973. 


Failure to award the contract in 1972 increased costs by $37,000 per annum 


for the next four years. Furthermore, operation of the service under temporary 
arrangements from July 1972 to May 1973 resulted in increased costs of $45,000. 
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109. Cost due to construction delays, St. Vincent de Paul, Que. In 1965 
the Department of Public Works, on behalf of the Canadian Penitentiary Service, 
awarded a contract in the amount of $2, 363,000 for the construction of a special detention 
unit at the St. Vincent de Paul Penitentiary. Before completion of the project in March 
1967, 81 change orders had been issued, involving 250 design revisions which increased 
the cost of the contract to $2, 641, 000. 


In January 1968 the contractor submitted a claim amounting to $193, 700 for 
costs of delays in construction resulting from the revisions of the plans. The Department 
retained management consultants at a cost of $2, 600 to study the merits of the contractor's 
claim. Based on their report, he was paid $70,000 in 1969. In April 1970, the contractor 
filed a Petition of Right in the Exchequer Court, claiming an additional $184, 000. 
This Court awarded him $64, 800 and on appeal in June 1972 the decision of the trial 
judge was upheld. Legal fees and expense in connection with the litigation amounted 
to $19, 600, which brought the cost of the delays to $157, 000. 


110. Cost of unused accommodation. A number of instances were noted 
where rental was paid for accommodation that was not used. The following comments 
relate to four of these: 


1 Montreal, Que. In May 1970 Information Canada sought to relocate its Montreal 
bookshop in premises situated in an area of heavy pedestrian traffic flow. 
Accordingly, in January 1971 the Department of Public Works, on behalf 
of Information Canada, obtained Treasury Board authority to lease 8, 276 
square feet of ground floor space in downtown Montreal for a period of five 
years at an annual rental of $167,500 and to install air conditioning equipment 
and other improvements at an estimated cost of $99, 300. In November 1971 
the Treasury Board was again approached for authority: to increase the 
scope of the improvements, at an estimated cost of $250, 000 to include the 
addition of a mezzanine floor which would provide 1, 959 additional square 
feet of floor space and would reduce the annual rental cost from $25. 01 to 
$21. 40 per square foot; to increase the term of the lease to ten years; and 
to fix November 1, 1971, as the date of commencement of the lease. 


Treasury Board approval of the amended submission was not obtained 
until February 16, 1972, and it was not until early September that the renovat- 
ions were completed. As Information Canada did not occupy the premises 
until September 15, 1972, there was an outlay of $146, 600 representing rental 
charges for accommodation which was not used for a period of ten and one- 
half months. Additional accommodation rented for Information Canada on 
an upper story of the same building also remained vacant for a period of 
two and one-half months at a further cost of $3, 200. 
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Ottawa. In 1971 the Department of Public Works leased the top two floors 

of the Vanguard Building and assigned the space to the Auditor General's 
Office which was being required to move from its quarters in the Justice 
Building. However, before the move took place officers of Information Canada 
which already occupied four and one-half floors in the building advised 

that they required the top two floors for expansion and the Auditor General 
was assigned space in another building. Part of the space in the Vanguard 
Building was then assigned to Information Canada and part to the Department 
of Communications. 


Although rent was paid from May 15, 1971, it was not until February 
17, 1972 and March 16, 1972, that the Department of Communications and 
Information Canada occupied the premises. Rent for the periods when the 
accommodation remained unoccupied amounted to $93, 500. 


Vancouver, B.C. In April 1971 the Department of Public Works was informed 
by Information Canada that the building where it was operating a bookshop 
and inquiry centre was to be demolished early in 1972. In requesting the 
Department to acquire other accommodation on its behalf, Information Canada 
stated that it was essential that there be the highest possible pedestrian and 
vehicular traffic count at the site of the premises selected. Accordingly, 

in January 1972, the Department obtained Treasury Board approval to lease 
10, 800 square feet of accommodation on behalf of Information Canada at a 
major intersection in downtown Vancouver for a period of five years, at 

an annual rental of $120, 000 and to alter the premises at a cost not to exceed 
$270,000. The Department and Information Canada, however, were requested 
to review the proposed alterations with a view to reducing costs. It was 

not until April 21, 1972, that Information Canada agreed to revised alterations, 
estimated to cost $262,500, which were approved by the Treasury Board 

on May 16, 1972. 


Although the lease commenced on April 1, 1972, Information Canada 
did not occupy the building until January 1973. The result was that costs 
of $82, 200 were incurred for accommodation which was not used for a period 
of nine months. 


Peace River, Alta. In April 1972 the Department of Indian Affairs and Northern 
Development informed the Department of Public Works that it was moving 
educational staff from High Prairie, Alta., to the town of Peace River as 

part of a consolidation of departmental facilities in the area, and requested 
accommodation for an initial staff of twelve. Accordingly, the latter Department 
entered into a five-year lease, commencing on July 15, 1972, at a rental 

of $12, 222 per annum, for 2,716 square feet of accommodation in Peace River. 
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On December 31, 1972, only five and one-half months after the transfer, 
the Department of Indian Affairs and Northern Development closed its education 
office in Peace River and moved the staff back to High Prairie. This move 
was made after local Indian Chiefs had indicated their preference for this 
location. Departmental correspondence reveals that there is no likelihood 
of subletting the space in the foreseeable future because of large areas of 
vacant building space in Peace River and, for the same reason, the lessor 
was not prepared to grant a quit-lease. By March 31, 1973, the cost of the 
unused accommodation was $3,100 and the lease called for a further outlay 
of $52, 300 during its term. 


111. Construction and financing of oil refinery terminal wharf, Come-by- 
Chance, Nfld. In December 1970 the Treasury Board authorized the Department 
of Public Works to construct an oil refinery terminal wharf at Come-by-Chance, subject 
to entry into an agreement with three corporations. In June 1971 the Governor in 
Council approved an agreement between the Department and the three corporations 
for the construction of the wharf, which was to be designed, constructed and financed 
by the Department, subject to recovery of the cost with interest from the corporations 
over a 25-year period. The cost of construction is estimated to be $20 million subject 
to recovery. 


Funds were provided in 1971-72 for the initial stages of construction by Public 
Works Vote L30, Appropriation Act No. 3, 1971, 1970-71-72, c. 46, which reads: 


Loan in accordance with terms and conditions approved by the Governor 
in Council for the construction of an oil refinery terminal wharf at 
Come-by-Chance, Newfoundland, $8, 735, 000. 


In our 1972 Report (paragraph 182) we observed that the Vote was misleading 
in that it gave the impression that the amount of $8, 735, 000 was to be the total 
cost and did not disclose that the estimated cost of the wharf was $20 million. 
Public Works Votes L30 and L30b for 1972-73 provided a further $12, 500, 000 toward 
the cost of the wharf but again the wording of the Votes did not indicate to Parliament 
the estimated total cost of the wharf. Construction costs charged to the Votes amounted 
to $2, 073, 000 in 1971-72 and to $11, 962, 000 in 1972-73, as a result of which loan 
authority of $6, 662, 000 in 1971-72 and $538, 000 in 1972-73 lapsed. 
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112. Loss due to lack of formal agreement, Port Moody, B.C. In 1962 
the Department of Public Works, on behalf of the National Harbours Board, agreed 
to dredge the approach area to a wharf owned by a private company at Port Moody. 
The company, which had requested the dredging, agreed to pay 50% of the cost 
but no formal contract was drawn up, the basis of the agreement being an exchange 
of letters between the company and the Board. The dredging was carried out in 
1964 at a cost of $500,200. The company, however, paid its share of the first progress 
payment only, $171,500, and attempts by the Department to collect the outstanding 
$78, 600 were unsuccessful. The company claimed that the prime purpose of the under- 
taking, namely the dredging of the area involved to a depth of 40 feet at low tide, 
had not been accomplished. 


Soundings taken by lead-line indicated that the depth of 40 feet had been 
achieved. There was, however, a layer of silt in suspension which caused an echo 
sounder to indicate depths considerably less than those shown by the lead-line soundings. 
This sludge, containing only 13% solids, offered no appreciable resistance to ships 
and the British Columbia Pilotage Authority stated that no complaints had been received 
concerning ships entering or leaving the terminal. 


Although the matter was referred to the Department's legal adviser in September 
1968, it was not until July 1972 that he advised the Department that the Crown's claim 
was not legally enforceable. He recommended that in such cases all terms of the 
arrangement (including the method of measurement) be embodied in a formal agreement. 
We have been informed by the Department that this recommendation will be implemented 
in all future dredging contracts and agreements. 


113. Opportunities for Youth Program. The 1972-73 Program, which was 
carried out by the Department of the Secretary of State, consisted of approximately 
3, 000 projects throughout Canada on which expenditure amounted to $33.9 million 
from funds provided in Treasury Board Vote 10 for student summer employment. 
The Audit Services Bureau of the Department of Supply and Services examined and 
reported to the Department on 680 of the projects while the Office of the Auditor General 
reviewed 157 other projects; thus there has been an audit of approximately 28% of 
the projects which accounted for about 36% of the total expenditure. 


The guidelines for the Program included the following: 
- all projects were required to keep accurate records of money received 
and expense incurred, together with invoices, receipts, cancelled cheques 


or other financial documents; 


- the maximum length of a project was to be four months, with all projects 
to be completed by September 15, 1972; 
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(a) 


(b) 


Kc;) 


(d) 


Ce) 


- salaries were not to exceed $90 per week for post-secondary students and 
$60 per week for secondary school students; 


- salaries paid to students were to be not less than 80% of the total cost of 
a project; 


- it was recommended that participants be paid no more than five cents a 
mile for operating a motor vehicle; 


- there were to be no payments for capital costs of any kind; and 


- money budgeted for salaries could not be transferred to cover unforeseen 
expense. 


The review of 837 projects disclosed the following: 


Adequate accounting records and supporting documentation were not available 
for 129 projects. The Audit Services Bureau could not express an opinion 

on 48 of these projects because of the absence of supporting documentation 
and failure to adhere to the general guidelines of the Program. In addition, 
records of 14 projects were not available for audit, either because the 
participants themselves could not be located or because the records were 
missing. 


In 14 projects the salaries paid to participants were in excess of the guidelines. 
Six projects employed a total of nine persons who were holding positions 
elsewhere at the same time. 


The recommended allowance of five cents per mile for operating a motor 

vehicle was exceeded in 31 projects, the amounts paid varying from seven 

to fifteen cents per mile. Sixteen other projects provided lump-sum allowances 
or reimbursed expenditure on gasoline. Two projects paid repair costs 

on rented vehicles. 


Despite the stipulation that capital costs would not be allowed, 25 projects 
expended funds on such items as canoes, photographic equipment, musical 
instruments, tape recorders, tents, etc. There was no accounting for most 
of the capital items. 


In 28 projects where expenses other than salaries exceeded the approved 


amount, only verbal acquiescence was given by departmental officers to 
a reallocation of funds between salaries and other expenses. 


119 


The following observations relate specifically to 15 of the 837 projects audited: 


Projects cancelled. A formula for the payment of contributions was established 
whereby a maximum of 40% would be paid when the project was ready to 

start, another 40% after inspection by a departmental project officer or after 

an audit had been made, and the final 20% when the financial statement and 
evaluation report were submitted by the project administrator. The cancellation 
of the following projects prior to completion raises the question of the extent 

to which their objectives were attained: 


Gay) Ste. Agathe, Que. A contribution of $11, 900 was approved for the 
organization of a free campground for students and transients. Consider- 
able dissension arose among project participants due to allegations 
of an unequal division of work, lack of consultation on operational 
decisions and an employer-employee relationship between project 
representatives and the other participants. In addition, ill-feeling 
between the project representatives and the responsible project officer 
was such that the latter was refused access to the records of the project. 
The number of visitors was less than had been anticipated and the 
project was cancelled after the complaints of poor administration culmin- 
ated in the resignation of six of the twelve participants. However, 
the termination date was less than two weeks before the planned closing 
date, by which time the project had received $10, 747. 


(b) Toronto, Ont. A group which planned to produce a full-length motion 
picture requested a contribution of $15,880. A number of irregularities 
occurred during the course of the project including payment of a consul- 
tant fee to a member of a Local Initiatives Program project, use of 
salary funds for other expenses after the expense ceiling of 20% had 
been reached, and negotiation of a bank loan and overdraft without 
approval of the project officer. The participants failed to function 
as a group. When an audit was attempted, the project representatives 
were unwilling to co-operate and the records were found to be incomplete 
and lacking in supporting documentation. The final 20% of the contribution 
was withheld; however, the project had received $12, 704 before cancella- 
tion. 


(c) Saskatoon, Sask. A contribution of $11, 320 was approved to enable 
a group to establish a drop-in centre, extend a counselling service 
and maintain street-level contact with young people in the community. 
The project was terminated less than two weeks before the scheduled 
closing date, because in the view of the project officer the majority 
of the participants appeared to be doing little or no work. The project 
received $9, 495 of the amount originally requested. 
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(d) 


(e) 


(f) 


(g) 


(h) 


Montreal, Que. A group requested a contribution of $18,020 to establish 

a co-operative automotive repair shop to provide training and employment 
for young people. After five weeks of operation the project was terminated 
for failure "to fulfill the contract requirements". Of the $6,895 expended 
prior to the cancellation, approximately $1,000 was claimed to represent 
charges for rental of equipment. In fact, an undetermined part of 

the latter amount was for the purchase of tools which were retained 

by the participants. 


St. John's, Nfld. A contribution of $13,031 was approved to enable 

a group to establish a community centre which would include a lounge 
area, an art gallery, and performance and meeting facilities. The 
project evolved into a coffee house operation. The accounting records 
and supporting documentation were poor, with expenses frequently 
being paid in cash and receipts from the canteen, membership fees, 
etc., often going unrecorded. Because of the financial mismanagement, 
the project was terminated. The total contribution was $11,995. 


Gleichen, Alta. A group requested a contribution of $15, 833 to enable 

it to undertake a program of restoring old buildings, historical monuments 
and cemeteries. The project was terminated prior to the scheduled 

closing date because, in the opinion of the project officer, there was 
friction within the group itself and between the project participants 

and the community, no effective relationship was established with 

existing agencies, and there was a failure to fulfill contractual commitments 
in that little work was done for the wages paid. A total of $13, 168 

was paid out on the project. 


Pukatawagan, Man. A group requested a contribution of $10, 460 

to carry out improvements to the community and to set up recreational 
activities. A number of cheques were issued to certain participants 

by one of the project representatives who forged the signature of 

the project's other co-signer. Of the $3,112 received before termination 
approximately $1, 200 was considered to be improperly expended. 

The Royal Canadian Mounted Police have had the matter under investiga- 
tion. 


Toronto, Ont. A contribution of $14,547 was approved to enable a 
group to implement a new youth program in response to community 
needs, to encourage school completion and to assist local youth in 
securing summer employment. The project was terminated because 
of the lack of interest shown by group members and because some 
project participants had falsified survey reports to indicate work 
done which in fact had not been performed. A total of $10,522 was 
paid to this group. 
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(i) Dawson Creek, B.C. A contribution of $15,200 was approved for 
a project involving the building of a replica of an authentic early Indian 
village and the collection and reproduction of artifacts. Although 
the project envisioned the construction by August 31, 1972, of four 
cabins with mud stoves, an Indian steam bath and two tanning racks, 
at that time there were only two partially-completed cabins at the site. 
Because the work was not proceeding according to the contract, and 
also because of the apparent lack of interest and enthusiasm displayed 
by the participants, the project was terminated. A total of $13, 942 
was paid to this group, of which $1, 000 was in reimbursement of expend- 
iture incurred prior to the official commencement of the project. 


Questionable management of funds, Marmora, Ont. A contribution of $14, 850 
was approved to enable a group to establish a summer camp for underprivileged 


children. 


Expenses other than salaries amounted to approximately $1, 600 although 
the approved budget provided only $450 for that purpose. These expenses 
included $291 for loans to two participants which could not be recovered. 


The number of participants varied from five to ten although the budget 
provided for ten persons. Salary payments were made on an irregular basis 
with most participants receiving a large advance early in the project. In 
general, accounting records were incomplete and procedures were unsatisfact- 
ory. 


Of the amount originally approved, a total of $11,679 was paid with 
respect to the project. 


Weakness in financial controls, Manitoulin Island, Ont. A group requested 
a contribution of $9,600 to restore historic ruins and to establish an open 
air community centre. 


The records of the project were found to contain numerous errors, 
omissions and duplications in expense distribution. There were few supporting 
documents to substantiate payments. Any two of the three project representatives 
could sign cheques and the bookkeeper was unaware that certain payments 
had been made. It also appeared that the cash book had been written up 
after the completion of the project. Because the accounting records were 
not maintained accurately on a current basis, unnecessary bank charges 
were incurred for overdraft interest and for cheques returned because of 
insufficient funds. 
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A project representative was given $350 to open a bank account in 
his own name so that two signatures would not be required on cheques. 
Although the recipient claimed that the entire amount had been expended 
on the project, he was able to supply documents to support expenditure 
of only $46. 


For the last two weeks in June the project co-ordinator, who was then 
employed full-time as a teacher, was paid $90 per week from project funds. 


Inadequate records and documentation, Montreal, Que. A contribution 
of $20,590 was approved to enable a number of students to present an electronic 


exhibit at "Man and his World". The presentation was intended to familiarize 
visitors with different electronic applications. Although the exhibit was 

to be open to the public for eleven weeks, and the full contribution was paid, 
it was closed after five weeks. 


The project hired a small truck from one of the participants at a cost 
of $900 and paid $258 for its repair. Charges totalling $274 for gasoline 
were only partially supported by invoices. In general the accounting records 
did not conform to requirements and were inadequately maintained. 


Improper administration, Ottawa, Ont. A group requested a contribution 
of $17, 850 to operate a summer camp for underprivileged families. Land 


for the camp had been leased from the project administrator by a continuing 
organization and the construction of two cottages was to be completed under 
a grant provided by the Local Initiatives Program. The Opportunities for 
Youth contribution was to be for operating expenses. 


The construction of the cottages was not completed on schedule and 
both funds and participants of the Opportunities for Youth project became 
involved in the final stages. The total paid from Opportunities for Youth 
funds for construction costs could not be established. 


Questionable use of funds, Winnipeg, Man. A contribution of $15,571 was 


approved for a project designed to clean up a creek area, construct bicycle 
paths and walking trails along the creek and develop green areas in the 
vicinity. 


Two participants, wives of project representatives, each received 
$1, 440 for a period of 16 weeks beginning on May 15, but both were employed 
as teachers up to June 30. A number of participants stated that these two 
people did no work on the project while others maintained that they did contri- 
bute. As attendance records were not kept and a detailed payroll register 
was not available, it was impossible to verify either contention. 


a Weakness in financial controls, Regina, Sask. A contribution of $16,610 


was requested to finance a series of services for young people on probation. 
The project envisioned job placement and referrals, work training, recreation, 
drug education and counselling. A house was rented to serve as an operating 
base, the intention being that a minimum of three resident boarders would 
each pay $75 per month. However, board collected over the four-month 
period totalled only $80. The owner of the property has claimed arrears 

of rent in the amount of $525 and damages of $1, 600. 


Most payments were by cash and reimbursement cheques were made 
payable to project participants without supporting invoices. Cancelled paid 
cheques amounting to $877 were missing and payroll records were not maintained 
after the first month of the project. 


Some project participants admitted that the undertaking was beyond 
the capabilities of the group and as a result very little work was done by 
a number of members. Because of an alleged misappropriation of funds, 
the project did not receive the final 20% of the contribution; however, a total 
of $13, 627 was paid. 


114. Costs not recovered in respect of inmates of penitentiaries who are 
the responsibility of the Province of New Brunswick. Successive agreements with 
the Province of New Brunswick respecting inmates confined in federal institutions 
but whose incarceration is a provincial responsibility, have provided for payment 
by the Province of $5 per diem in respect of each inmate. The present agreement, 
which became effective on September 1, 1972, for a two-year term, increased the 
per diem rate to $6 commencing on April 1, 1973. 


The records of the Department of the Solicitor General show a direct cost 
of $29 per day for each inmate confined in Dorchester Penitentiary and $26 per day 
for each inmate in the Springhill Institution. Consequently the present agreement 
not only does not conform to established policy for the recovery of the cost of services 
performed but it is at odds with a requirement of Order in Council P.C. 1972-462 
of March 9, 1972, which, in authorizing the Solicitor General to enter into agreements 
with any province in such circumstances, requires that "the province shall in such 
agreement undertake to pay all the costs attendant upon confinement in that penitentiary 
or class of penitentiary". The amount recovered during the year amounted to $44, 700 
compared with direct costs of $246, 100. 


The Department has indicated that future agreements with the Province will 
provide for the recovery of full costs for the services rendered. 
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115. Acquisition of electric typewriters. In 1972, as a result of a complaint 

from a supplier, the Department of Supply and Services undertook a study to determine 
which electric typewriters would best meet the requirements of the Government. 
The study revealed an increasing tendency on the part of government departments 
and agencies to buy electric typewriters with interchangeable type, a feature that 
the complaining supplier charged, and the study substantiated, could be justified 
in less than 10% of typing situations. 


Our review of the study and departmental files revealed that as early as 
1969 the Treasury Board Secretariat was concerned with this matter, having realized 
that 31% of all government electric typewriter purchases (about 10% of all purchases, 
manual and electric) were of the interchangeable-type model, which at that time cost 
over one-third more than the lowest priced, high quality general purpose electric 
machine. The study also revealed that by January 1, 1972, this percentage had increased 
to about 52% of electric typewriter purchases (about 30% of all purchases, manual 
and electric) and a new higher-priced model, at a premium cost of 56%, had been 
introduced by the same manufacturer. To that date 6,268 interchangeable-type machines 
had been purchased, with twenty-one departments or agencies each having in excess 
of 100 machines. 


The study also analyzed the costs of ribbons and maintenance and of acquisition 
of all electric typewriters purchased for government departments. Based on a 10- 
year period, estimated by the Department to be the lifetime of an electric typewriter, 
the average annual cost of the two interchangeable-type machines, using the least 
expensive ribbons, was $145 and $237, whereas on the same basis the cost of a popular 
standard electric machine, was $97, differences of $48 and $140 respectively. The 
study revealed that demand for the most expensive machine was increasing steadily 
and, since normally there was no real advantage to acquiring this type of machine, 
recommended that the Treasury Board be informed so that the purchase of these machines 
would be controlled and authorized only when the customer department could justify 
their use. 


While discussions were held with the Treasury Board Secretariat in October 
1972, and with customer departments during the ensuing two months, no action was 
taken to discourage the purchasing of the more costly machines. The Department 
of Supply and Services indicated to the Secretariat that departments would be provided 
with cost information on the various typewriters and the departments would themselves 
control their selection. 


We estimate that about 2, 300 additional interchangeable-type machines were 
purchased at a cost of about $1.5 million during the first six months of 1973. 
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116. Errors in Public Service Superannuation Account pension and contribut- 
ion calculations. In our Reports for a number of years (paragraph 213 in 1972) we 
have pointed out that our audit of the superannuation accounts continued to disclose 
a high incidence of error in pension and contribution calculations. 


Our 1972-73 audit tests disclosed a considerably higher incidence of error 
than in the previous year. Supervisory and other key personnel continued to be 
involved in the development of an automated superannuation system, and this again 
adversely affected the quality of output of the large clerical staff. The most common 
cause of errors was the use of incorrect salary and service data in calculating annuities 
and contributions largely because salary and service records certified as correct 
by Services officers were in fact incorrect. However, a significant number of errors 
were also caused by either incorrect administrative action or failure to take action. 
This category included a number of instances where the relevant statutory authority 
or regulations had been misinterpreted or overlooked. 


In our opinion it is of major concern not only that the Crown's interests are 
protected but also that no payment is made to a beneficiary less than or in excess 
of his entitlement and that every annuitant is assured of a pension undisturbed by 
post-retirement adjustments resulting from errors discovered after retirement. 


During the year the transfer of annuity payments to the computerized system 
was completed. The computerized entitlement system was about two-thirds complete 
and the computerized contributors system is ready for integration with the new comput- 
erized pay system when it goes into operation. When fully operative, the three Superan- 
nuation systems and the new computerized pay system should sharply reduce the 
number of errors caused by incorrect salary and service data input from the Services 
paying offices. However, any material reduction in the present volume of errors 
due to other causes will require improved control procedures, more active supervision 
and more effective staff training in those offices involved in superannuation matters. 


117. Contracting for aircraft repair and overhaul without competition. 
The requirement in the Government Contracts Regulations that tenders must be invited, 
except when the contracting authority considers the invitation of tenders not to be 
in the public interest, applies to contracts for the repair and overhaul of aircraft 
engines in the same way as it applies to other service contracts. 


In April 1971 the Department of Supply and Services entered into a contract 
for one year covering the repair, modification and overhaul of aircraft engines of 
the Department of Transport. Without first inviting competitive tenders the contract 
was awarded following a review of proposals requested of two companies which had 
been indicated by the Department of Transport as being able to undertake all or part 
of the contract. 
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The Department of Supply and Services awarded similar contracts to the 
same contractor without competition in 1972 and 1973, even though it was aware that 
his prices for material, which made up the bulk of the contract values, were considerably 
in excess of prices charged by another company and that a number of companies 
would be interested in competing for the work. The reasons given for placing the 
contract without competition were that the contractor had performed previous work 
satisfactorily and that if he did not receive the work his business might fail. 


The cost of the work was $110,000 in 1971-72 and $180,000 in 1972-73. 


The premium cost to the Crown of awarding these contracts without competition is 
estimated to be about 10% of the contract values. 
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CONCLUSION 


This is the first Report which I have the honour to submit to the House 
of Commons as Auditor General of Canada. I am fully conscious of the responsibility 
and deeply grateful for the privilege of serving in this capacity. I can only assure 
all concerned that I shall do my best to justify the confidence which has been placed 
in me. 


It is appropriate on behalf of the senior officers and the staff of the Audit 
Office to pay tribute to the outstanding contribution of my predecessor, Mr. A. 
Maxwell Henderson, O.B.E., F.C.A., during his thirteen years as Auditor General 
of Canada. His achievements in the development of the professional standing and 
capabilities of the Office, as recorded in his annual Reports, year by year, from 
1960 to 1972, constitute in themselves a testament to his dedication and leadership. 
Internationally, he brought honour to Canada through his work for the United Nations 
and other international organizations both in the Commonwealth and world-wide. 


His election in 1971 for a three-year term as President of the International Organization 


of Supreme Audit Institutions is a well deserved recognition of his contribution 
in the international field of government auditing. 


I would like also to pay tribute on behalf of their colleagues in the Audit 
Office to two staff members who retired during the past year, Mr. Edward Cooke, 
C.A., who served in the Audit Office since 1955, latterly as a Director; and Miss 
Aileen A. McGrail who served since 1940 as secretary to three Auditors General. 


Respectfully submitted, 


Baden 


es. 


Auditor General of Canada. 


OTTAWA, November 30, 1973. 
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APPENDIX I 


RECOMMENDATIONS AND OBSERVATIONS BY THE STANDING COMMITTEE ON PUBLIC 
ACCOUNTS NOT YET IMPLEMENTED OR DEALT WITH 


Fourth Report 1964-65 - presented to the House on July 28, 1964 


A; Governor General's special warrants. The Committee recommended that 


a study be made of Governor General's special warrants. 


Sixth Report 1964-65 - presented to the House on October 20, 1964 


Z. Assistance to provinces by the Armed Forces in civil emergencies. The 


Committee noted that certain provinces had not settled outstanding accounts 
with the Department of National Defence relating to assistance provided by 
the Armed Forces in civil emergencies in prior years. It also noted that 

as the Department had not been successful in collecting the accounts, they 
had been referred to the Executive for direction but such direction had not 
as yet been received. The Committee directed the Auditor General to inform 
it of the final outcome of these matters. 


In its Fifth Report 1968-69 the Committee expressed the opinion that, 
while the Federal Government should continue to assist the provinces in 
civil emergencies, outstanding accounts should be settled in view of the 
agreements to pay, or agreement must be reached on cost-sharing. It 
considered that this item should be included on the agenda of a future Federal- 
Provincial Conference for clarification and requested the Auditor General 
to keep it informed on further developments. See paragraph 41 of this Report. 


B: Errors in Public Service Superannuation Account pension and contribution 


calculations. The Committee expressed concern that this matter (first drawn 
to the attention of the Department of Finance by the Auditor General in 1959), 
which it regards as being very serious, is taking so long to be corrected. 

It requested the Auditor General to keep it fully informed. 


In its Seventh Report 1966-67 the Committee noted that immediate steps 
were being taken to include in the internal auditing procedures of the Superan- 
nuation Branch an examination of the employee's contributions in relation 
to his salary and the documents on file. It requested the Auditor General 
to continue to keep it fully informed. See paragraph 116 of this Report. 
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Interest charges on loans to the National Capital Commission. The Committee 
recorded how, in its Fourth Report 1963, it had expressed the view that 


since outlays on properties such as those held by the National Capital Commis- 
sion are expenditures of the Crown rather than income-producing investments, 
it would be more realistic were Parliament asked to appropriate the funds 

in the years in which properties, which are not to be specifically held for 
resale, are to be acquired, instead of leaving the expenditure involved in 

the repayment of loans to be absorbed in future years. 


After hearing further evidence, the Committee stated it continues to 
hold the view that outlays on properties such as these are expenditures of 
the Crown rather than income-producing investments, and that Parliament 
should be asked to appropriate the funds in the years in which the properties 
are to be acquired. It pointed out that if this were done it would eliminate 
the need for Parliament to appropriate funds to the Commission to service 
loans made under the present practice. The Committee repeated its request 
that the Department of Finance review the existing practice with the National 
Capital Commission with a view to placing the financing of the Commission 
on a more realistic basis. 


In its Seventh Report 1966-67 the Committee repeated its views on 
this matter and stated that it was glad to note the undertaking of the Department 
of Finance to review and discuss the accounting treatment involved with 
the Auditor General. See a/so item 16 of this Appendix and paragraph 21 
of this Report. 


Indirect compensation to chartered banks. The Committee recalled that, 
in its Fourth Report 1963, it had advised the House that it was in agreement 


with the view of the Auditor General that the arrangement existing between 
the chartered banks and the Government of Canada does constitute indirect 
compensation to the chartered banks and that this may be construed as being 
contrary to the intent of section 93(1) of the Bank Act. 


The Committee reiterated its belief that, if the banks are to be compensa- 
ted for services provided to the Crown, consideration should be given to 
the most equitable manner in which this may be done, with statutory sanction 
being given by means of an appropriate amendment to the Bank Act, possibly 
at the time of the decennial revision in 1965. 


In its Seventh Report 1966-67 the Committee noted that notwithstanding 
this recommendation, Bill C-222, An Act respecting Banks and Banking, 
given first reading on July 7, 1966, includes a provision under subclause 
(2) of clause 93 designed to permit the continuation of the practice of compensa- 
ting the banks indirectly for services provided to the Crown by keeping 
non-interest-bearing funds (currently an aggregate of $100 million) on deposit 
with them. 
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In the opinion of the Committee the proposed amendment does not meet 
its recommendation. 


Seventh Report 1964-65 - presented to the House on December 7, 1964 


Surplus assets disposal (inventory valuation). The Committee expressed 


deep concern that while physical inventory quantities are maintained and 

are readily available in respect of all the equipment and supply items maintained 
by the Department of National Defence, the purchase cost of the materials, 
including supplies and equipment stores at supply depots and at repair and 
overhaul contractors! establishments, is not available. In accordance with 
sound business practice, it would be reasonable to ascertain, for the purposes 
of financial management control, the value of the inventory and what it costs 

to store and handle such an inventory. 


While the Committee expressed its satisfaction with the supervisory 
methods exercised by the Department of National Defence over its physical 
inventory quantities, it did not see how the Department can perform a really 
effective job of inventory management without knowing the value of the invent- 
ory and what it costs to carry it. Furthermore, the lack of any cost or carrying 
values has rendered it difficult for the Committee either to form any reasonable 
estimate of the value of the supplies on hand or to determine what would 
seem to be a reasonable inventory level for a department the size of the Depart- 
ment of National Defence to maintain for the requirements of the three Armed 
Forces. In this connection it should be borne in mind that appropriations 
approved for the Department of National Defence have aggregated an average 
of $1, 646 million annually, of which $421 million related to equipment, materials 
and supplies, over the past five years so that it does not seem unreasonable 
for the Committee to expect that some maximum dollar figure of values should 
be established to govern the size of the inventory. It was explained to the 
Committee by the officials of the Department of National Defence that the Depart- 
ment has been studying this matter for some time and the hope is entertained 
that it will be possible in due course to record the dollar value of this stock 
subject to the extent to which the recommendations of the Royal Commission 
on Government Organization are implemented in the years ahead. The Commit- 
tee found general agreement that the determination of this would contribute 
materially to an improvement in the management of an inventory of this size. 


The Committee made four recommendations of which the following has 
not yet been implemented: 
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that every effort be made by the Executive to introduce at as early 

a date as possible an effective accounting change in the operations 

of the Department of National Defence whereby inventory quantities 
can be costed on acquisition and recorded in the quarterly or periodic 
inventory listings made by the Department. 


Eighth Report 1964-65 - presented to the House on December 7, 1964 


Awards under the Pension Act. The Committee made the following recommen- 
dations designed to clarify the Act: 


(a) 


(b) 


Ge) 


(d) 


(Ce) 


that the extent of the powers delegated to the Commission under section 

25 of the Act, "to grant a compassionate pension, allowance or supplemen- 
tary award in any case that it considers to be specially meritorious" 
where the applicant is otherwise unqualified to receive such an award, 

be clarified by defining the term "specially meritorious"; 


that the ambiguity under the Act whereby section 40(2) appears to 
contemplate that a pension in respect of death of a member of the forces 
be limited to a single class of recipient whereas other sections of the 

Act provide that payments in respect of a death may be made concurrently 
to a widow (section 37), children (section 26) and parents (section 

38), be eliminated; 


that the inconsistency apparent under section 38 of the Pension Act, 
where pensions awarded to widowed mothers under subsection (3) 
thereof, which requires that the parent must be incapacitated by mental 
or physical infirmity from earning a livelihood, are by reason of subsec- 
tion (7) being continued in payment even though the widowed mothers 
have subsequently been able to undertake full-time employment, be 
removed; 


that consideration be given to adding a section to the Pension Act 

similar to section 18 of the War Veterans Allowance Act to deal with 

cases where it appears to the Commission that there had been a deliberate 
disposal of property for the purpose of qualifying for a dependent 

parent award; 


that, having regard for section 40(1) of the Pension Act which provides 


that no person shall be awarded more than one pension in respect 
of death, the Commission reconsider the legality of its decision to 
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permit an award to a dependent parent of a second pension in respect 
of the death of a child after the rights to a pension awarded in respect 
of the death of another child have been lost under the terms of section 
45(2) of the Act. 


War Veterans Allowances. The Committee made the following recommendations: 


(a) The Committee, after taking note of the increasing number of overpayments 
arising mainly from veterans making false or misleading statements, 
and of the fact that, although 80 such cases had been referred to the 
Board by the Auditor General in 1962 and 1963, in none of these had 
legal action been instituted, recommends that all cases of deliberate 
deception which come to notice be vigorously prosecuted; 


(b) that in cases where the presence of a child is the reason for an award 
at married rates, the income of the child, except income specifically 
exempted under the Act, be taken into account in determining the 
amount of the award. 


In its Fifth Report 1968-69 the Committee expressed concern that its 
previous recommendations that cases of fraud with respect to war veterans 
allowances be "vigorously prosecuted" could be interpreted by some as 
indicating that the Committee's sole interest is in the recovery of the money. 
The Committee was aware that there may be mitigating circumstances and 
therefore recommended that the word "vigorously" be deleted. 


Amendments to the Customs Act and the Excise Tax Act. The Committee 
made four recommendations of which the following has not yet been implemented. 


Determination of 'sale price!’ for sales tax purposes -- 
p purp 


that an amendment be made to the Excise Tax Act designed to give 
statutory sanction to the existing scheme of valuation followed by the 
Department of National Revenue in authorizing manufacturers by 
regulation to compute the sales tax on less than the actual sale price. 


In its Fourth Report 1969-70 the Committee informed the House that 
although the problem remained unsolved, the Deputy Minister had stated 
that it was being given constant thought and attention and that the Customs 
and Excise Division was working jointly with the Department of Finance 
on the matter. 


i 28) 


10. 


i 


Audit of the Office of the Auditor General. The Committee noted that 
pursuant to the provisions of section 75 of the Financial Administration 
Act, an officer of the public service nominated by the Treasury Board 
examines and certifies to the House of Commons in accordance with the 
outcome of his examinations the receipts and disbursements of the Office 
of the Auditor General. 


The Committee recommended that this section of the Financial Adminis- 
tration Act be amended to provide that the receipts and disbursements 
of the Office of the Auditor General be examined by a qualified person 
nominated by parliament through its Standing Committee on Public Accounts, 
and that such person should report thereon to the House of Commons. 
In its Third Report 1966-67 the Committee reiterated this recommendation. 


Third report 1966-67 - presented to the House on June 28, 1966 


Separate Act of Parliament. The Committee is of the opinion that all of 

the characteristics, duties and functions of the Office of the Auditor General 
should be set out in a separate Act of Parliament governing this Office 
instead of being a part of the Financial Administration Act. 


The Committee reiterated this opinion in its Fifth Report 1969-70. 


In its First Report 1972 the Committee requested from the House 
a reference to draft recommendations for an Auditor General's Act. The 
House provided the following Order of Reference dated March 27, 1972: 


That the Standing Committee on Public Accounts be authorized to 
prepare a draft bill concerning the office, functions and powers 
of the Auditor General. 


On March 28, 1972, the Committee passed the following motion: 


That the Chairman of the Committee be authorized to seek assistance 
from the Auditor General of Canada, the Department of Justice and 
both Houses of Parliament to prepare a draft bill concerning the 
office, functions and powers of the Auditor General, such draft 

bill to be presented to the Committee by October 1, 1972 or at the 
earliest opportunity thereafter if the Committee is not then sitting. 


The Chairman was then directed to write letters to the representatives 
who would be assisting the Committee advising them of the Committee's 
decision and explaining that the two chief provisions which the Committee 
wished included in the draft bill were the independence of the Auditor 
General and the protection of the public servants on his staff. See paragraphs 
9 and 10 of this Report. 
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Standing Committee on Public Accounts. The Committee has studied an 


arrangement in Australia whereby the Public Accounts Committee is appointed 
under an Act of Parliament instead of under terms of reference by the House 
of Commons as is the case in Canada. 


The Committee believes that control of public expenditure of the size 
and complexity taking place in Canada today requires a Committee established 
by statute and recommended that legislation of this type be introduced in 
the House: 


In its Thirteenth Report 1966-67 the Committee reiterated this recommen- 
dation and further recommended that the annual Public Accounts and the 
Report of the Auditor General be referred to the Public Accounts Committee 
at the time they are tabled in the House. 


Fifth Report 1966-67 - presented to the House on October 19, 1966 


Possible loss of revenue when goods lose tax-exempt status. The Committee 


noted the manner in which the Customs and Excise Division of the Department 

of National Revenue places on owners and importers the onus for reporting 

any duty or tax which might become payable on non-tax paid equipment 

or goods. The Department maintains no control on such goods and consequently 
it is possible for equipment or goods to lose tax-exempt status without this 
coming to the attention of the Department, in which case there would be a 

loss of revenue to the Crown. 


The Committee urged the Department to strengthen its procedures 
wherever possible so as to minimize any possible loss of revenue to the Crown. 


Drawback paid on goods destroyed after release from Customs. The Commit- 


tee was concerned to note that it had been the practice of the Department 

of National Revenue (Customs and Excise Division) to recommend to the Gover- 
nor in Council that duty drawbacks or remissions be made on goods "destroyed 
in Canada at the expense of the owner under Customs supervision" when 
section 22(6) of the Financial Administration Act directs that: "No tax paid 

to Her Majesty on any goods shall be remitted by reason only that after the 
payment of the tax and after release from the control of customs or excise 
officers, the goods were lost or destroyed". 


The Committee is of the opinion that the Department should adopt a 


stricter attitude towards requests for refunds and remissions based on 
circumstances which lie outside of normal business practice. 


7 


Tax exemptions for particular groups. Parliament from time to time grants 


exemptions from sales tax and/or other taxes to institutions such as hospitals 
or schools and groups of consumers such as loggers, farmers, etc. In the 
course of discussions with departmental officers and the Auditor General, 

there were indications that in some cases the benefits of such tax exemptions 
are enjoyed by those whom Parliament had not intended to assist. The Commit- 
tee is aware that special exemptions increase the complexities of administering 
the tax law but, nevertheless, it feels that the laws must be administered 

so as to ensure that exemptions granted by Parliament are applied only in 

the way Parliament intended. 


The Committee urged the Customs and Excise Division of the Department 
of National Revenue in its administration of special exemptions always to 
see to it that the benefits from these exemptions go to, and only to, those 
for whom Parliament intended them. 


Seventh Report 1966-67 - presented to the House on October 26, 1966 


Loans and advances representing grants to Crown corporations. The 


Committee again criticized the practice of treating amounts paid to a Crown 
corporation, which did not have means to repay them, as loans and advances 
rather than expenditures of the Crown. The Committee was disturbed to 
learn that not only had the financing in this manner of the National Capital 
Commission not been reviewed by the Department of Finance as requested 

by it (see item 4) but the practice had been continued and further extended 
by the Department of Finance in 1965 when the House was asked to approve 
loans aggregating $14, 250, 000 to the Canadian Broadcasting Corporation 

to finance capital requirements which in the past were financed by grants 
charged to budgetary expenditure. 


The Committee again expressed the opinion that expenditures of this 
type are not loans or advances which can or should be regarded as revenue- 
producing assets but are in fact grants and should be charged directly to 
budgetary expenditure in the Public Accounts of Canada. The Committee 
noted the undertaking of the Department of Finance to review and discuss 
the accounting treatment involved with the Auditor General and expects the 
latter's report thereon in due course. See paragraph 21 of this Report. 


The Committee discussed this matter with officials of the Canadian 
Broadcasting Corporation at its meeting on January 20, 1970, and in its First 
Report 1969-70 the Committee reiterated its view that it seems a questionable 
practice to treat amounts paid to a Crown corporation, which does not have 
the means to repay them, as loans and advances rather than as expenditures 
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of the Crown. The Committee understood from officials of the Corporation 
that their preference was that the amounts be treated as grants rather than 
loans and stated its intention of pursuing the matter further when the officials 
of the Department of Finance appeared before the Committee. 


Prairie Farm Emergency Fund. The Committee believes it is important 

that the matters referred to by the Auditor General in paragraph 46 of his 

1964 Report and paragraph 52 of his 1965 Report be rectified and recommended 
that appropriate legislation be introduced as soon as possible. It requested 
the Auditor General to keep the matter before the House and the Committee. 


Eighth Report 1966-67 - presented to the House on November 3, 1966 


Repairs and alterations to Canadian coast guard ships. The Auditor General, 


in paragraph 85 of his 1964 Report, drew attention to an instance where 
a ship repairer commenced operations under a contract involving a consideration 
of $43, 346 but the work actually performed under the contract amounted 
to $130, 851 before the ship was returned to service. 


The Committee appreciates the problem faced by the Department of 
Transport when ships for which certain repairs have been contracted for 
require additional repairs, the need for which is not evident until the ship 
is opened up. 


The Committee also appreciates the danger pointed out by the Auditor 
General that a shipyard could deliberately bid too low for the repairs specified 
in order to get the ship into its yard, and then recoup any loss sustained 
by including excessive profits in charges for the carrying out of the additional 
work that is found to be required after the ship has been opened up. The 
Committee feels that everything possible should be done to assure the Canadian 
taxpayer that the tender system in the case of ship repairs is working to 
ensure that costs of these repairs are not excessive, and it discussed with 
departmental officers various ways in which this continuing problem might 
be overcome. 


The Committee recommended that, in addition to all other methods 
which the Department might be able to employ in controlling the cost of extras, 
ship repair contracts be drawn up to provide that when extras are involved 
they shall be untertaken on a cost-plus or a modified cost-plus basis, the 
profit to be limited to the percentage of profit realized on the original contract 
price, with a proviso that no loss be suffered on the extras and with the 
entire contract subject to cost audit by government auditors. 
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This activity is now the responsibility of the Department of Supply 
and Services. 


Cost of abandoned design plans for ferry vessel. The Committee discussed 


with officers of the Department of Transport and the Canadian National 
Railways the additional payment of $20,000 which had to be made to the 
architects who were preparing plans for a ferry vessel to operate between 
Newfoundland and the mainland. 


In the opinion of the Committee this additional expenditure resulted 
because the Department and the C.N.R. had not come to an agreement 
as to whether the ferry vessel was to be a full icebreaker or simply an 
ice-strengthened ship, and emphatically stated that the Department should 
ensure in future that agreement is reached before architects are asked 
to proceed with the preparation of plans. 


Although the Treasury Board had approved payment to the architects 
of the final amount of $130, 000 for the preparation of these plans, the Board 
had not been advised that this represented an increase of $20,000 over 
the amount which the architects had originally agreed to accept for the 
assignment. 


The Committee feels very strongly that the Treasury Board must 
be given all facts when it is being requested to approve of contracts, and 
it urged the Department to see that future submissions to the Board are 
complete in this respect. 


The Committee, recognizing that the ferries operated by the Canadian 
National Railways on behalf of the Department of Transport are in effect 
rail links, recommended that consideration be given to the assuming by 
the Railways of responsibility for the procurement of ferry vessels as 
is done with respect to rolling stock requirements. 


Tenth Report 1966-67 - presented to the House on February 7, 1967 


Salaries and wages paid for work not performed. The Committee reviewed 


the practice of the Canadian Broadcasting Corporation in making payments 
to employees for scheduled hours during daily or weekly tours of duty 

in excess of actual hours of attendance, noting that such payments aggregate 
$450,000 per annum. The Committee considered that public funds should 
not be disbursed for work not performed and that managements of Crown 
corporations have a responsibility to ensure that the taxpayer's money 


is not used for non-productive work of this nature. The Committee recommended 


that such payments be eliminated by the management as and when the present 
union agreements come up for renewal. 
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The Committee again reviewed this practice when officials of the Canadian 
Broadcasting Corporation were before it on January 29, 1970, and in its 
First Report 1969-70 the Committee recommended that the Canadian Broadcasting 
Corporation negotiate with the unions involved in an endeavour to eliminate 
such payments. The Committee was also of the opinion that an effort should 
be made to have all CBC union contracts terminate at the same time. 


Proposed removal allowance. The Committee recommended that the Department 
of National Defence give consideration to recommending the establishment 

of a cash allowance for members of the Armed Forces being transferred equiva- 
lent to 90% of the estimated costs of moving their furniture and that it advise 

the Chairman of the Committee and the Auditor General of its decision. 


In its Fifth Report 1968-69 the Committee noted that the Deputy Minister 
of National Defence had advised that disadvantages in such a scheme were 
such as to make it unwise to establish a cash allowance. However, the Commit- 
tee remained of the opinion that serious consideration should be given to 
such a plan and requested the Deputy Minister of National Defence to review 
this subject and report. 


Twelfth Report 1966-67 - presented to the House on February 9, 1967 


Reconstitution of financial structure of the National Harbours Board. 

The Committee is concerned that there appears to be little prospect of the 
National Harbours Board being in a position to meet its principal and interest 
obligations and recommended that the financial structure of the Board be 
reconstituted. In this connection it was pleased to receive assurances that 
this matter was to be dealt with by the Department of Finance and the Board 
within the next twelve months. See paragraph 24 of this Report. 


Thirteenth Report 1966-67 - presented to the House on March 1, 1967 


Parliamentary control of expenditure. The Committee expressed the opinion 


that there is a weakening of parliamentary control when Parliament is unable 
to take the time to examine in detail the amounts being requested as interim 
supply particularly when these exceed the normal one-twelfth for each month 
for which interim supply is requested. It considers it unfortunate that the 
parliamentary rules do not provide for immediate consideration of the Estimates 
after they are presented to the House so that the proposed spending can be 
approved and interim supply would not be required so extensively. It feels 
that the rules could and should be changed in this regard in order not only 

to strengthen parliamentary control of public funds but to give the Executive 
the clear mandate it deserves in the discharge of its heavy responsibilities. 
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The Committee submitted recommendations designed to strengthen 
parliamentary control of public expenditures in the future of which the 
following is still outstanding: 


that there be no change in the Treasury Board's procedure 
whereby it is the agency which determines the Government's 
overall cash requirements in stated areas, e.g. salary increases. 
However, once this determination is completed and the individual 
departmental needs established, the Committee believes that 

the additional amount required by each department should be 
made the subject of a supplementary estimate prepared by the 
department concerned for submission to Parliament for its consid- 
eration and appropriation in the usual manner. 


In its Second Report 1972 the Committee, expressing concern at the 
existence of a substantial reserve fund established from the unused balances 
in the annual Contingencies Votes, strongly reiterated this recommendation. 


Fifth Report 1968-69 - presented to the House on June 26, 1969 


Excessive advance payments under contracts. The Committee noted that 


an advance payment of $6.7 million, the full amount of a contract, had been 
made in March 1966 under a contract entered into on March 21, 1966. The 
Committee did not approve of the circumventing of the lapsing provision 

of section 35 of the Financial Administration Act in this way and recommended 
that the Treasury Board instruct departments not to contract themselves 

into obligations to make advance payments in order to avoid the lapsing of 
any portion of an appropriation. 


First Report 1969-70 - presented to the House on February 12, 1970 


Emergency broadcasting. Although the costs incurred by the Canadian 
Broadcasting Corporation in providing the emergency broadcasting service 
had been reduced, the Committee expressed the opinion that the costs should 
be borne by the organization receiving the service and that the estimates 

of the Canadian Broadcasting Corporation should be reduced accordingly. 
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Second Report 1969-70 - presented to the House on March 4, 1970 


Co-ordination of research and development assistance to industry. The 


Committee expressed the opinion that a central record of payments to various 
companies, by departments, should be kept by the Department of Industry, 
Trade and Commerce to prevent a possible duplication of effort and possible 
duplicate grants of funds. 


Fourth Report 1969-70 - presented to the House on June 23, 1970 


Delay in collecting sales tax. The Committee noted that some licensed 
manufacturers prefer to collect sales tax on all their sales including sales 

of fully manufactured goods purchased by them for resale on which they 

had already been required to pay sales tax. In such cases the Department 

of National Revenue, by regulation, permits them to immediately deduct 

any sales tax paid by them on these purchases from amounts currently due 

to the Department with respect to their taxable sales. The effect of this regula- 
tion is that a manufacturer's inventory of fully manufactured goods purchased 
for resale is carried free of sales tax and the requirement of the law that 
sales tax be paid at the time of purchase of fully manufactured goods for 
resale is completely negated. The Committee, noting that there was no loss 
of revenue and that the Department was of the opinion that the practice being 
followed was less cumbersome than the practice called for by section 30 of 

the Excise Tax Act, expressed the opinion that an amendment to section 30 

of the Excise Tax Act should be sought. 


Provision of navigational aids without charge to users. The Committee 


expressed the opinion that, in line with Government policy and the recommenda- 
tion of the Royal Commission on Government Organization, the Department 

of Transport should apply user charges where possible in connection with 

the provision of navigational aids, and in those areas where user charges 

are not feasible, the Department of Transport should seek authority from 

the Executive to continue to supply the services without charge. 


First Report 1970-71 - presented to the House on November 26, 1970 


Increasing accommodation rental costs. The Committee noted the increasing 


cost of rentals by the Crown and recommended that accommodation and 
damage costs be made a charge to each department's appropriation rather 
than have the Department of Public Works pay a large part of this sum out 

of its own appropriation. The Committee expressed the view that this change 
might make departments willing to seek more modest accommodation in an 
effort to keep their estimates within reasonable bounds. 
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Third Report 1970-71 - presented to the House on January 28, 1971 


Canadian Broadcasting Corporation - Per diem travel allowances. The 


Committee recommended that where possible, per diem allowances to cover 
meal costs including gratuities, should be established for all areas for which 
there are now no per diem rates. 


Sixth Report 1970-71 - presented to the House on June 30, 1971 


Recoverable costs of Indo-China Truce Commission. Noting that Canada 
had incurred costs totalling $2, 772,000 in connection with its membership 

on the Indo-China Truce Commission, which it had been unsuccessful in 
recovering because of the failure of other participants in the Commission 

to meet their share of the operating costs of the Commission, the Committee 
recommended that the Department of External Affairs consider the advisability 
of taking diplomatic initiatives to resolve the situation. 


Limited competition for Government business. The Committee recommended 


that as existing procurement contracts for security printing, such as postage 
stamps, revenue stamps, and passports expire, competition be broadened 
to include, in competitive tendering, qualified Canadian firms. 


Second Report 1972 - presented to the House on June 8, 1972 


Canada Deposit Insurance Corporation. The Committee was of the opinion 
that Order in Council P.C. 1968-10/585 of March 28, 1968, remitting under 


section 17 (formerly 22) of the Financial Administration Act any income tax 
payable by the Corporation, should be revoked and the Corporation required 
to pay income tax. 


Canada Pension Plan Account. The Committee directed the attention of 

the House to the fact that although the Auditor General is carrying out an 
examination of the transactions in the Canada Pension Plan Account and the 
Canada Pension Plan Investment Fund and reporting thereon to the House, 
there is no requirement in the Canada Pension Plan Act that this be done. 

The Committee was of the opinion that the Act establishing the Canada Pension 
Plan should be amended to provide for this at the first suitable opportunity. 
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Récapitulation des revenus par catégorie principale et par ministére ou département 


pour |’année financiére close le 31 mars 1973 


Remboursement 
de dépenses Privileges, Matieres et 
Section Revenu Produits de Revenu d’années Services Produits licences piéces de 
(Volume II) Ministére ou département fiscal placement postal antérieures et droits de ventes et permis monnaie Divers Total 
$ $ $ $ $ $ $ $ $ $ 

1 PARTICUILLT Crore sterse sete arses oon 76,963,729 112,578 10,769,804 2,201,178 256,605 200,017 90,503,911 
2 Communications. sheedieee 1,993,349 42,538 275 1 51 2,036,214 
3 Consommation et Corporations......... 12,529 3,985,895 7,536,525 681,947 11,216,896 
4 Energie, Mines et Ressources....... 6,842,672 Tse PRS Tpee 67,129 1,165,229 11,653 8,183,927 
5 Environnement....... 941,352 1,327,938 8,337 1,248,298 1,624,075 12705507 6,420,517 
6 Affaires extérieures. as is 1,888,990 334,425 421,673 43,312 335,558 352,577 3,376,535 
7 RIN anCeSeeeennd hee rei tere 427,361 612,031,176 145,167 676,237 1 23,746,359 4,387,779 641,414,080 
9 Affaires indiennes et Nord canadien.. 8,577,919 1,200,219 80,030 489,235 9,121,008 TSG, 523 20,224,934 
10 Industrie et Commerce 26,354,940 2,131,940 87,939 374,405 28,949,224 
11 JUStiCe Rene sce koe 22,965 73,420 7107 206, 824 303,916 
12 ra valle. Weecst ese ees eee 362 12,910 2,504 3,202,934 45,331 90, 533 3,354,574 
13 Main-d’ceuvre et Immigration.. 90,192 2, O2tn Si 25,445 6 589,554 3,326,328 
14 Défense nationale...................... 992,385 2,866,675 464, 641 4,323,701 
15 Santé nationale et Bien-étre social..... 879,456 266 13,347 1,459,711 2,352,780 
16 IREVeENUMAtlONAl Sscke ss. cteenee tee reeeseeets 14, 703,599,171 79 ,052 72,038 620,235 727,918 89,827 5,945,833 14,711,134,074 
17 Parlement 44,398 8,626 577 85,135 88,736 
18 POStES ee eeenn he aee erst tens oe tecs nvecistas 192 470,137,417 53,690 117,164 470 , 308 , 463 
19 Conseiltprive menses tite sciteresecs- tee svetees 10,330 912 124,721 135,963 
20 BD TavaUx  DUOLICS eaniees ak cece 1,192,914 1,847,612 24,600 4,690,935 1,230,988 8,987,049 
21 Expansion économique régionale....... 16,082,121 5,439,034 988,025 255,610 1,346,680 1,175,249 25,286,719 
22 Sciences et Technologie...................00. 27 PSMA 
23 Secrétariat d’Etat............ 9,938,364 994 , 528 78,232 29,218 1,036,347 222,480 12,299,169 
24 Solliciteur général............... , 475,143 1,874,071 46,457 337,834 84,671 208 , 844 3,027,020 
25 Approvisionnements et Services......... 32,890,255 232,242 356,313 7,040,626 819,118 41,338,554 
26 SDEATISPOTUS Bice recete essen een ereseceschece at 72,614,053 1,085,130 239,082 756,650 2,101,080 76,795,995 
27 Conseil du Trésor 2,366,028 94 2,366,122 
28 Affaires urbaines.. a 369,975,759 19,675,163 2,174,383 1,101,894 392,927,199 
29 Affaires des anciens combattants....... 25,808,472 2,813,504 2,296,782 30,918,758 
14, 704,026,532 1,264,540,477 470,137,417 47,639,179 19,101,960 18,082,072 28,103,365 23,746,359 26,226,114 16,601,603,475 


de Sous-ministre des Finances 
S. S. REISMAN 


Attestation de I’ Auditeur général 


le Sous-receveur général du Canada 


H. R. BALLS 


Les comptes relatifs au revenu figurant a l’état ci-dessus ont été vérifiés sous ma direction. Sous réserve des commentaires formulés dans mon 
rapport a la Chambre des communes, j’atteste que, 4 mon avis, l’état constitue une récapitulation exacte pour l’année close le 31 mars 1973. 


(On trouvera la présente récapitulation aux pages 9.10 et 9.11 du volume I des Comptes publics; 
les sections auxquelles il y est référé sont celles du volume II des Comptes publics) 


l Auditeur général, 
J. J. MACDONELL, 
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REPORT OF THE AUDITOR GENERAL 
TO THE HOUSE OF COMMONS 
FOR THE FISCAL YEAR ENDED MARCH 31, 1974 


INTRODUCTION 


iB The functions and responsibilities of the Auditor General of Canada 
are outlined in sections 56 to 65, Part VII, of the Financial Administration Act, 
R.S., c. F-10, which are included as Appendix I to this Report. In compliance 
with the requirements of section 61(2) of the Act, my Report is presented herewith. 


Ds Examinations of the accounts of Canada for the year ended March 31, 
1974, were conducted in accordance with section 58 of the Financial Administration 
Act. In addition we examined the accounts of Crown corporations, and other 
agencies of the Government of Canada, except the eight listed in Part V of this 
Report whose accounts are subject to examination by other auditors. 


The Audit Office seeks to carry out its work, comprising the legislative audit 
and the financial audit, in conformity with generally accepted auditing standards. 
Verification is limited to such tests of the accounting records and other supporting 
evidence as is considered necessary in the circumstances. 


The staff of the Audit Office was given full access to all vouchers, records 
and files relating to the accounts of all departments, Crown corporations and other 
agencies and was provided with all the information and explanations required. | 
should like to express my appreciation and that of my associates in the Audit Office 
for the co-operation extended to us by departmental officers and by administrative 
and accounting officers of Crown corporations and other agencies. 


35 The financial statements of Canada for the fiscal year ended 
March 31, 1974, which have been prepared by the Receiver General for Canada 
in accordance with the provisions of section 55 of the Act and which appear in 
Volume I of the Public Accounts of Canada, have been examined and certified by 
me as required by section 60 of the Financial Administration Act, subject to my 
comments in this Report. These statements are reproduced in Part Il of this 
Report. 


Also included in Part IIl is a statement of the Exchange Fund Account 
showing the assets and liabilities as at December 31, 1973, together with my 
report to Parliament in accordance with section 18 of the Currency and Exchange 
Act, R.S., c. C-39, which appears on page 24 of this Report. 


4. The size and complexity of the financial operations of departments, 
agencies and Crown corporations under audit require considerable reliance on the 
soundness and effectiveness of accounting procedures and on the adequacy of internal 
control including internal audit and other measures designed to safeguard the assets 
and to ensure the propriety of transactions. 


In addition to verifying the propriety of transactions by appropriate audit 
tests and attesting to the fairness of the presentation of assets and liabilities and 
of expenditure and revenue in the Accounts of Canada, it is our policy, within avail- 
able resources, to evaluate the adequacy of financial procedures and controls. We 
direct the attention of responsible officials promptly to any shortcomings and de- 
ficiencies, use our best efforts to have effective remedial measures introduced, and 
monitor the actions taken to ensure that satisfactory results have been achieved. In 
reporting to the House of Commons on those matters required by section 61 of the 
Financial Administration Act, we propose also to report on corrective action and the 
results. We shall also report instances in which recommended corrective action has 
not been taken together with the reasons and explanations given by the officials 
concerned. 


By A year has elapsed since the presentation in December 1973, of 
my first annual Report to the House of Commons following my appointment as 
Auditor General of Canada on July 1, 1973. These 12 months have given me an 
opportunity to gain a deeper appreciation of my responsibilities to Parliament, and 
have produced a better perspective as to how I can discharge them most effectively. 


Foreshadowed in my Report a year ago, paragraph 4 describes the funda- 
mental approach which I confidently believe will produce the best results. Having 
regard to the present magnitude and complexity of government operations, the 
objective is to develop the full potential of the Audit Office, which includes some 
215 professional personnel, in carrying out the duties of the Auditor General as set 
out in the Financial Administration Act. 


In essence, the Financial Administration Act requires the Auditor General 
to conduct two basic types of audit: 


(1) a legislative compliance/financial authority audit to ensure that 
monies due the Crown were properly received and accounted for 
and that monies expended were for the purposes for which they 


were appropriated by Parliament and that the expenditures have 
been made as authorized; and 


) a financial audit of expenditures and revenues, and assets and 
liabilities to enable the Auditor General to ".... certify in accord- 
ance with the outcome of his examinations the several statements 
required by section 55 to be included in the Public Accounts, " 


Section 58 of the Financial Administration Act points the way to the most 
effective means of discharging these primary audit responsibilities. This section 
requires the Auditor General to ascertain whether in his opinion the rules and pro- 
cedures applied are sufficient to secure effective checks on the collection and 
expenditure of public money and to safeguard and to control public property. In 
short, appropriate measures to determine the adequacy of the organization, application 
and operation of financial controls and procedures should desirably constitute the 
core of the audit programs and operations of the Audit Office. 


Several important steps were initiated during the current year to emphasize 
this aspect of my responsibilities. These are described in succeeding Parts of this 
Report. The Part which immediately follows, introduced for the first time this year, 
describes the organization and activities of the Audit Office. In it I refer to the 
establishment of a new Branch, Special Audits and Inquiries, to initiate and conduct 
studies of a government-wide or subject nature. The basic organization of the Audit 
Office, which has traditionally conformed to the structure of government or ganization 
essentially along departmental lines, serves well the purposes of legislative and fin- 
ancial auditing and has been preserved. To it has been added the new Branch which, 
by cutting across all departmental lines, enables important subjects to be examined 
from an overall standpoint. 


In Part VIII of this Report is described the first of the studies to be initiated 
by the Special Audits and Inquiries Branch. This is a government-wide study to 
evaluate the adequacy of financial management and financial controls in all depart- 
ments and agencies of government for which I have audit responsibilities. 
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ORGANIZATION AND ACTIVITIES OF THE AUDIT OFFICE 


Organi zation 


6. The 1973 Report outlined the several important decisions, taken and 
contemplated, to implement a new organizational plan involving a significant realign- 
ment in structure and in audit responsibilities. 


The plan implemented in February 1974 involved the creation of a number 
of senior officer positions, the formation of appropriate staff groupings to provide 
services to line managers, and the introduction of committee structures. Among its 
main features are: 


The Auditor General in committee with the Deputy Auditor General and his 
other senior officers formulates and monitors objectives and policies in the 
areas of planning, control, administration and communication. 


Audit responsibilities have been regrouped under two new positions, 
Director General, Departmental Audits, and Director General, Crown 
Corporation/International Audits. 


A position of Director General, Special Audits and Inquiries, has been 
established for the conduct of audits and studies that will usually be of 
a government-wide or subject nature, or ones that may be undertaken 
under section 62 of the Financial Administration Act. 


The need for maintaining and consistently applying appropriate auditing 
and accounting standards in the Office's work and in organizing and 
operating a continuing professional development program for all members 
of the professional staff was formally recognized with the establishment 

of the position of Director General, Professional Practices and Development. 


The personnel function in the Office was strengthened by the establish- 
ment of several senior positions for this purpose. 


An extensive reallocation of audit responsibilities associates audit managers 
more directly with their responsibilities for carrying out the audits of government 
departments, agencies and Crown corporations. Now they spend most of their 
time in the offices of departments and agencies in connection with the active day-to- 
day supervision of the work. These arrangements facilitate the conduct of the audits, 
result in more flexible and economic use of the work force, and promote more prompt 
and direct communication with the departmental officials concerned. 


5 


Senior appointments 


i Rhéal Chatelain, C.A., formerly Deputy Minister of the Department 
of Public Service (and previously Comptroller of Finance and Comptroller of the 
Treasury) of the Government of Quebec was appointed Deputy Auditor General in 
succession to George R. Long, C.A., who retired in December 1973 after 33 years 
of service in the Audit Office. 


The following members of the Audit Office were promoted to be Directors 
General with the undernoted responsibilities: 


Alexander G. Cross, C.A. - Professional Practices and Development 
John R. Douglas, B. Com. - Special Audits and Inquiries 

C. Francis Gilhooly, C.G.A. - Departmental Audits 

Harold E. Hayes, C.A. - Crown Corporation/International Audits. 


Assistance to Standing Committee on Public Accounts 


8. During the 1973-74 fiscal year, the Auditor General and other officials 
of the Office appeared at meetings of the Standing Committee on Public Accounts to 
give evidence on comments in the Auditor General's Report to the House of Commons, 
particularly those referring to weakening of parliamentary control over expenditure 
of public funds, and to answer inquiries. The Office also provided assistance as 
requested to the subcommittee of the Public Accounts Committee on agenda and pro- 
cedures. 


Audit activities 


o: The introduction of this Report refers to the responsibilities of the 
Audit Office. This work involves major assignments in Canada and elsewhere, It 
necessitates the review and examination of accounts pertaining to programs and 
activities of departments and ministries, commissions, agencies, boards, Crown 
corporations, territorial governments, revolving funds and other entities, including 
United Nations audits which involve major assignments in Canada and abroad. 


Special audits and inquiries 


10. The Office is undertaking a government-wide Financial Management 
and Control Study, using for the first time the Executive Interchange Program of the 
Public Service Commission to obtain expert assistance from the accounting profession 
on a substantial scale. Also, pursuant to section 62 of the Financial Administration 
Act, the Audit Office has been directed by the Governor in Council to inquire into 


and report on the administration of expenditures under the Imported Oil and Pet- 
roleum Products Compensation Program. (See Part VIII of this Report. ) 


International audits 


Lil The Auditor General has served since 1968 as one of the three members 
of the Board of Auditors of the United Nations, and on December 11, 1973, was re- 
appointed by the General Assembly for a third three-year term beginning July 1, 
1974. In addition the Auditor General is the external auditor of the International 
Civil Aviation Organization, a specialized agency of the United Nations with head- 
quarters in Canada. For this reason he is a member of the United Nations Panel of 
External Auditors. 


In accordance with the United Nations Financial Regulations and Rules, the 
Auditor General of Canada accepts joint and several responsibility for all audits 
including those undertaken by his two colleagues on the Board. The activities 
audited by the Auditor General of Canada on behalf of the Board during the 1973-74 
fiscal year were: 


United Nations Office at Geneva 

United Nations Industrial Development Organization 

United Nations Development Programme 

United Nations Office of Technical Co-operation 

United Nations Trust Funds, Special Missions and Special Expenses 
United Nations Fund for Population Activities. 


International audits are undertaken on a basis of cost recovery. 


Audit certificates and reports 


U4 In addition to the Report of the Auditor General of Canada to the House 
of Commons, as required by section 61(1) of the Financial Administration Act, and 
the reports on Crown corporations of which he is the auditor, the Auditor General 
issues management letters to officials of departments, Crown corporations, agencies 
and other entities. These letters contain recommendations aimed at strengthening 
financial control and eliminating weaknesses in accounting systems noted during 
the audit. The Office follows up to ensure corrective action. 


Consultation 


13; The Audit Office helps to strengthen and improve financial manage- 
ment control and accounting procedures by the recommendations it makes in the 


course of its audits. In addition, the Office is often asked to review proposals and 
procedures before implementation. 


Personnel and administration 


14. The staff of the Audit Office at March 31, 1974, totalled 279, a net 
decrease of six compared with 1973, and 87 (24%) below authorized establishment. 
Professional staff numbered 214 of whom 148 were qualified for membership in pro- 
fessional accounting associations. 


Over the last 10 years government revenues and expenditures have 
increased substantially and government programs have become more numerous 
and complex, increasing the scope of audit activity. To meet the greater workload, 
the Office increased its staff from 176 in 1965 to 279 in 1974. However, staff recruit- 
ment has not kept pace with the Office workload. 


Considerable attention is being devoted to improving the Office's personnel 
and administrative support functions. Personnel selection, recruitment and pro- 
motional practices are being modified and streamlined to attract and to hold qualified 
personnel. Greater effort is being directed in the areas of manpower planning, 
staffing, training and career counselling. The administrative support functions 
such as budget preparation, expenditure control and time reporting are also being 
reor ganized. 


Audit Office exp enditure 


15. Expenditure for the fiscal year 1973-74 amounted to $4.9 million. 
Of this amount $4.6 million (93%) was required for salaries and superannuation 
contributions. A comparative statement of expenditure follows: 


1973774 L972 els 
(thousands of dollars) 


a iaiee Wee's shear AE edie he ily BOs ae eet $ 4,199 $ 3, 856 


Salaries 
Superannuation) contributionsimimnnws aia hee - 58 330 
Travelling, staff transfer, and 
communi cation expensSey Aseyaces. Asi ae oe. 206 189 
AnnUaltVepOriaraGVertisine ele. oe uy ueerues 60 36 
Professional and special-services ,,...... 99 48 
Rentals - office machinery and 
SQGUIPTIENE Teas ay arteae ahead en ane nee 8 9 
Repairs ,andi.maintenance: Waiiie sae, ele 8 3 
Materialscandssupplesmeseee, 2194. pee 28 22 


1973-74 1972-73 
(thousands of dollars) 


Officesturniture andtequipment 4s)... a. 62s. $ 49 $ 12 

ETS VO yee ere ee eee te Re eS ae oe Ler ok on 19 6 

5,045 4511 

Less: Cost recoveries - international 

SY GNGERE-St Bar, ANS AD Na! ee are Pee RR ee 123 106 

$ 4,922 $ 4, 405 

Lapsed! balancesof appropriation’ 2.9.4.0... Np ekele $ 241 

Professional development 

16. Technological changes and the demand for improved financial dis- 


closure have led to major changes in financial accounting and reporting within the 
Government. Use of the computer and advanced communication techniques are having 
and will continue to have an ever-increasing impact on the Government's accounting 


systems. 


To enable the Office to cope with technological advances in accounting, 
auditing and reporting the Director General, Professional Practices and Development, 
has initiated a program of professional development for its staff. Aims of this pro- 
gram are to ensure that members of the audit staff keep well abreast of the rapid 
changes in knowledge and technology, increase their professional competence, and 
advance their abilities to communicate and to work effectively with others. 


A task force is studying the need of continuing education for staff members 
and is selecting courses which will be of the greatest benefit to them and to the Office. 
Advantage will be taken of the opportunities afforded by the Executive Interchange 
Program (see paragraph 71 of this Report) and the Career Assignment Program of 
Interchange Canada, administered by the Public Service Commission, to develop 
promising staff members and to broaden their experience. Under the latter Program, 
personnel with high potential for advancement will be enrolled in a program of study 
and education followed by challenging, diversified work assignments, to help them 
develop and achieve their potential. 


To perform the audit function as economically and efficiently as possible, 
the task force is examining the Office's current audit techniques and practices 
to ensure that these are in line with today's accepted standards. Audit programs 
and practices are being reviewed and modified where necessary to bring them up- 
to-date. Advanced audit techniques such as flow-charting of systems, statistical 


sampling, computer audit techniques and use of the computer in auditing are being 
integrated into audit programs to increase their effectiveness. A manual is being 
prepared and will be issued to the staff. 


Over the years the Audit Office has encouraged its audit staff to undertake 
professional accounting and auditing training in programs leading to the qualifi- 
cations of Chartered Accountant (C.A.), Certified General Accountant (C.G.A. ) 
and Registered Industrial Accountant (R.I.A.) and 70% are now so qualified. 


Legislative Auditors' meeting 


iz As reported last year, the first meeting of Canadian Legislative 
Auditors was held in Ottawa in September 1973 as the result of a suggestion by the 
late William S. Groom, former Provincial Auditor of Ontario. The meeting was 
attended by some 25 senior members of the federal and provincial Audit Offices. 


A second meeting of the same officials was held in Regina on September 8 
and 9, 1974 to exchange views on technical and other matters of common interest. 
The sessions included the presentation and discussion of papers on such topics as 
the duties, responsibilities, scope and reporting relationships of Legislative Audi- 
tors; principles of government accounting; professional development programs; and 
a paper on operational auditing practices of the U.S. General Accounting Office pre- 
sented by a senior GAO official. At the conclusion of the meeting it was decided to 
hold a further meeting in Quebec City in September 1975 with the expectation that 
these meetings will be held annually in the future. 


Research in government accounting and auditing 


18. The body of professional literature and the amount of research and 
study regarding the principles and practices of government accounting and auditing 
are sparse by any standard. This was one of the themes of my address to the Annual 
Conference of the Order of Chartered Accountants of Quebec in Quebec City in June 
1974. I suggested that the importance of the subject warranted greater attention by 
national accountancy bodies and that an organized research effort sponsored by such 
a body would deserve and would be likely to generate interest and support from pro- 
fessional accountants and auditors engaged in government service (federal, provincial 
and municipal) and in public practice, and from the members of accountancy, commerce 
and business administration faculties in the universities. 


It is gratifying to note that the newly-elected President of The Canadian 
Institute of Chartered Accountants, Mr. Harold A. Renouf of Halifax, announced 
at the CICA Annual Meeting in Saskatoon in September 1974 that he will recommend 
the establishment of a national committee to study government accounting and audit- 
ing principles and practices. The results of such studies can be of great value in 
establishing authoritative recommended standards and guidelines. 
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Independent Review Committee 


19; Paragraph 10 of the 1973 Report referred to the appointment of an 
Independent Committee to review the functions of the Auditor General. I made this 
appointment, following consultation with the Chairman and Vice-Chairman of the 
Public Accounts Committee, to ensure that a comprehensive study of the responsi- 
bilities and independence of the Auditor General would be available for use in con- 
sidering proposals for a new Auditor General of Canada Act. The terms of reference 
of the Committee are: 


The Review Committee shall inquire into and report upon what should 
be the responsibilities, relationships with government departments and 
agencies, and reporting procedures of the Office of the Auditor General of 
Canada and what should be the statutory and other requirements to ensure 
that he can meet such responsibilities with the necessary degree of independ- 
ence. The inquiry is to include a review of: 


- the responsibilities of the Office in relation to current conditions 
and requirements, taking into account the manner in which com- 
parable functions are discharged in other countries having 
similar governmental institutions; 


- the scope of audit examinations conducted under the statutory 
requirements of the Financial Administration Act and other Acts, 
and the types of other inquiries relative to the financial affairs 
of Canada which may be performed on request; 


- the relationships between the Office and 


the Public Accounts Committee, 

the Minister of Finance, 

the Treasury Board, 

the Public Service Commission, 

audit groups within government departments and agencies, 

government departments and Crown corporations audited 
by the Auditor General, and 

other professional and governmental auditing organizations; 


- the content, method of preparation, timing and format of reports 
by the Auditor General. 


The Chairman of the Independent Review Committee is J.R.M. Wilson, F.C.A., 
of Toronto, retired senior partner of Clarkson, Gordon & Co., Chartered Accountants 
and a past-president of The Canadian Institute of Chartered Accountants. The other 
members of the Committee are: Marcel Bélanger, C.A., of Quebec City, senior 


iz 


partner of Bélanger, Dallaire, Gagnon & Associés, Chartered Accountants, and First 
Vice-President of The Canadian Institute of Chartered Accountants; and A. Lorne 
Campbell, Q.C., of Winnipeg, a senior partner of Aikins, MacAulay & Thorvaldson, 
and a past-president of The Canadian Bar Association. The Secretary of the Committee 
is Michael H. Rayner, C.A., a federal public servant, who has been seconded to the 
Committee for the duration of the study. 


The Committee began its review in late October 1973, and has held an exten- 
sive series of meetings with senior Canadian politicians and public servants and with 
state auditors and public officials of 10 other western nations. In response to its 
public invitations and specific requests, it has received submissions from some 
90 interested individuals and organizations. 


The Committee is now in the process of preparing its report which it 


expects to submit early in 1975. It has been given the definite undertaking that 
the report will be made public. 
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FINANCIAL STATEMENTS OF CANADA FOR THE FISCAL YEAR ENDED MARCH 31, 
1974, AS PREPARED BY THE RECEIVER GENERAL AND FORMING PART OF THE 
PUBLIC ACCOUNTS OF CANADA 


EXCHANGE FUND ACCOUNT. STATEMENT OF ASSETS AND LIABILITIES AS AT 
DECEMBER 31, 1973 (WITH COMPARATIVE FIGURES AS AT DECEMBER 31, 1972) 


13 


THE GOVERNMENT OF CANADA 
Statement of Expenditure and Revenue for the Fiscal Year Ended March 31, 1974 


(with comparative figures for the preceding year) 


EXPENDITURE 


Fiscal year ended 


March 31, 1974 March 31, 1973 


$ $ 

AAA C UN LEUNG er see asee tote Ge atcha cas ae ore Sere tN a wo eee oe ces ee eT ee 426,419,171 322,314,954 
GOMMIUMICAELOMS eek eee eae erate RTRs aoe coe PROTON Oe ee ee 51,435,822 40,403,224 
Gonsumerands Corporate Astairs scien ccoeaet Meena eee inet aero a ee 37,406,919 30,860,316 
Bnerey.. Minesvan dies OURCES anise tacceacei a vessenetartnee creas utenas tee sssetig Aen eee ene enn eee 341,852,499 17152397385 
U SHANA OD OUDOLES ON EY cs creer ay NOR raat tch Senne Wee eee Mice Creamer sche e er enter pre Sateen parce Bescre 316,062,782 258,188,768 
ESXLer mali Aa Stececreccs che atec trot sce re tude ecu ements eoremesc Nee Hea nea Rare sa te EE ee ane ence 439,315,691 388,186,819 
LES Uen ACS Cee em | eM e A net eMy | et en eeRnN ES Pies tered eM aN eas At FEAR een Rar Das tue Sear ale te 4,616,857,6S51 3,947,699, 591 
GovermomGencralands lieutenant. G Over Ons arcs .sceteerateeeccrenee tae mene eee net peeeeaeee 1,721,941 1,489,380 
Indian AttairsyandoNOntherneW velo pmnreiit sss cera: casneeteres mectees decors eter ce dese tree 594,567,249 510,730,522 
Industhy< bradevand Commerce seeker reeves res nee ee ee erat een nadie eee 399,781,138 411,801,414 
TISEI CC ete coe ae aetna C8 2d, boy ei, ENE aie, cae tp, Sarees oree ah Contone eM Nant ices stlt sere Serre eae 42,884,060 Sin SIT GaH 
Pla OUT Ne eee ect ccs teen edeosa nee cue eer Recta sacs ath uth nee ccaneeee remeron eee 33,118,261 28 , 892,484 
Manpowermandlmimigratronecnc.veseccescocenseatess canes care sere ecss nae sees anew eee aces eee eran eens 1,643,140, 700 813,915,779 
National Deten Cod creck shecci tenes ee tas Tee ese an ce caren ree es ne 2,231,983,162 1,932,245 ,746 
Nationalsrealthvan de welfare: cede ctcc cic ttraeen can sa tacos eee rece ctr Os ee 35.159 ,323)053 292555500 pO 
INA CTO TATE: CV. SHUTS 0 at seach Sale he Sectors coats cco Ine ee ec Sa ce a 269 , 966, 362 236,146,303 
PAT IRATIN TEN. oe ote las castigo ae are ies eee RON eek MOR: ete EE ia Ne OE, eh AONE 41,751,787 34,544,579 
1 Coke ion © na Coxe ppeee ae es seth ern te nr Capen Ot ee RE ae AR acne Parte ete kot he EN ey 591,162,969 496,472,777 
IPA genie (Gre nu ETTs| LoaNeers Gen TUR. Nor MANA ais Mee asis GaN PR AUR oben oA Son SPORE ie eR op eS Aa RC Ge LOR PZ TE OL, 35,790,278 
Pip blie WO rkSie nce ete Ace ee hee eee eae uke ela, ens SO ang rd ar Ie as BR oe ce 469,735,614 374, 133,263 
Regional Econ onnevE x PAansiO mse ee era ee eee en ty it en ae 4115932,.232 360,311,103 
Sciencevand! Wi CeO le System nase. cece aie gene hue Gea sae aoe Ser ce ae ec En 6,754,810 4,359,549 
Secretaiiy: Of Statens sa cus spent 2a, cy yedeme race uerina ace tae Neen me en ne ee 1,026,423,891 926,099 ,037 
Solicitors G Shreya Mercere waren cece eon one eco teetie eon ae eke nese ee Pg ee Sate ae ee 350,049, 844 306,308,475 
Sitpply-amaeSenvicesye sm catescaeee tee aes eae ae oe een eo ee roar ee ane eee 73,429,724 93,140,235 
PLATS PO LC aetna sae coe cers co ater anaes ct Sea tray Rare RRS ce ea oe EER 827,492,293 598,856, 800 
TERSAS ORY BBO ATG scee sere trea oer eee ee Ea rea eRe Se meee 262,583,804 223 ,967,229 
Wb a VA TPAITS: oer ot Mie tethers ecru cue sere Ne ee ne etn oe, Sa ES RET DAIS) P75), SOKA 161,430,775 
IVETELATIS@ ATTAIES A Aeon Me tke toh pe Reet RE A he a tote, ess 538,292,758 452,35 25550 

OPAINEX Det GIGUT Cs 5 in cece tens iter ae Reeder sumac een a Ae ee Peete eee Ee 20,039,399, 223 16,120,734,605 
Budgetary sunpluscors cd emcit: C=) ce acme eve ate teetiot ee van caren eee ere oe eee a een ee — 672,642,591 480, 868,870 


19,366, 756,632 16,601 , 603,475 


The notes appearing on page 12 are an integral part of this statement. 


S. S. REISMAN, Hy Ree BALES; 
Deputy Minister of Finance. Deputy Receiver General for Canada. 


(This Statement is to be found on pages 9.2 and 9.3 of the 
Public Accounts, Volume I) 
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REVENUE 


Fiscal year ended 


March 31, 1974 March 31, 1973 


$ $ 
Tax revenue— 
Income tax— 
SES Ost ct Gd) 0 oe te eet ents Me oh in 5 OCA MER IME San ecs os wend acon To eas dee Menten. cotsee cxaenaT INS 7,925,803, 336 7,172,808 ,009 
EOE OT ALLO rer mre erste secs tek raisin Lace ee teat eaves tate area wanes Secs 3,410,977, 705 2,653,512,860 
INCOM SNESIGCLIC peeerE Rte tre ee ahha, boca ee eee cha Wren Co can Ahmar Arn Riera eae eee toned 323,678,371 291,751,934 
Social evelopmrvemtataniccseecesccccc ce stetecetenotc es fetes J eer oo sedae ea ctetatesacves seastas wessuscesteseeastce 15,600,000 
Excise taxes— 
Ses DG eee irene RRR her Re chee Lc eis. Se tA a 2) AAS EAU eae, cu Beebo 2,692,861 ,072 DI PRs) IP eA 
COU SVE rn acid tees bo GRAASE noice IRE REES t y esce Pe ets RR APRS cope Ot creek. ane te 407,995,965 400, 448 , 386 
COND Goyer crea ee Ge Na at BAe re Ree seer On oS eer RR AE 2 ae Rn ee 286,617,261 
CUISEOMIS MIEN P OLEAUDICS eaten at cee eles pete ee ere sh acs ta ccc eetteeae eden Sette mateo na Mees eas 1,384,648, 328 1,181,837,198 
EEX CISCACUILIES Aerts Cen de, Te, MUM Mr aed me, Sc towrs ATHEIST rde de Rugs eatae ceca cies 685,893,282 637,967,354 
ESSEC Ueto cee os eee ae te i en es NA A ale techie, Bea Soak Ppned Bean nee Maen eeomu Sete ecto edavetens 14,353,554 60,946,059 
IMAI SCO MAIC OUG eee eee ee enna sathc, on tetera Mn erecta 2. «shes cca ustpee eee she ek nuns sein bee de waste 390,518 427,361 
LOSE} ASE 14,704,026 ,532 
Non-tax revenue— 
REUREMMOINUITUYV ESTIMICIIUS eee cetaeen cetera este uae eee te coca ais came nncee emeaiee atcuteonemnrsoneratese saree 1,489, 205,560 1,264,540,477 
Post-Ofhice— nets postal revenues c.cscrcnepe-ae ek ceovee sees ee ceeenc tee eae Pee ie tenes sreoeordeze sean 480,005,199 470,137,417 
RetundsvoOMpreviOusty calse CX PEM GILUTC meer ares reteer ca aay Mnte ete iene eae ont voneeces 99,321,388 47,639,179 
SERVIC ESPANG SELVA GEHL CES Cte. sens oe oa cate eR Mn oe nS AES aoee Marat Rane mte en dotsbee erect voz 21,006,896 19,101,960 
Proceeds irOmisGalesuee pete ices ose re ages seaases) | EAP Re een tera nvcd tentererceaneys 195331582) 18,082,072 
IPTV SSeS aulIGENCeSnANG mp Clin ICS te cres asec teres fe cenenaueces ae Perv etonanteet ou tucwsrseuseseeecucsee 26,455,533 28,103,365 
Bulle@ mean dC Olivas ems Weta ae aes ne es Rates: terse ees cies att ode sticen ona Rete oo Sa atte = a SSA 23,746,359 
INEISCOLLAITEO WSs ere ee ee ee eae ook Ree Ree eg Eee ie su nes SRO comes A AUN a me salons tre Ries he 40,097,096 26,226,114 
29233,,557 5240 1,897 576,943 
Excluding tax credited to the Old Age Security Fund— 
1973-74 1972-73 
Rersonaltineomertaxccen.ccroken eo eee: 1,300,000,000 1,190,000,000 
COnpOraroOm INCOME Cakes cose 299 ,000, 000 266,000,000 
Sales taxa ay eeaeees Pee She eh seen ae 897,477,024 762,994,978 
SOLA MON CELUC ee erecta ret ee cree eet TERA ee LR ee en ae meee rips A 19, 366,756,632 16,601 ,603,475 


Auditor General’s Certificate 


The above Statement has been examined in accordance with the provisions of the Financial Administration Act, I have 
obtained all the information and explanations I have required and, subject to the comments in my report to the House of 
Commons, I certify that the Statement is in agreement with the accounts maintained by the Receiver General for Canada 
and that, in my opinion, it exhibits a correct view of the expenditure and revenue of Canada for the year ended March, 31, 
1974. 


J. J. MACDONELL, 
Auditor General. 
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Summary of Appropriations, Expenditures and Unexpended Balances 
by Departments for the Fiscal Year Ended March 31, 1974 


Unexpended Balances 


Section 
(Volume Carried 
189) Department Appropriations Expenditures Lapsed forward) 
$ $ $ $ 
1 PNET CUILEUITS coroner ee eee oe eee ane seas (D479 ,402, 564 426,419,171 14,858,756 38,124,637 
2 (@roraavaguhay rent (oo kore ces eh Sackeeeqneeeodnecenuel oernieston sooec hos aeeaabaetnSagsaabs 52,696, 300 51,435,822 1,260,478 
3 Consumer ana CorporatevAialtsmene re ieeeer tesserae 41,620,289 37,406,919 a2 Ss aO 
4 Energy, Mines and ReSOUmCES................ceesceesceseeteeseserneens 428,849,014 341,852,499 86,996,515 
5 Binvitonmien eee oor cen rete eee tats 318,519,472 316,062,782 2,456,690 
6 ExternalvAtlairsere cette toate sete meme titer te nearer cee (3451 ,981,957 439,315,691 684,913 11,981,353 
7 Bian Ce ee eee eee reo tese Ra MEER te tude eed eset ALOUS MISO 4,616,857, 651 1,916,125 
8 Governor General and Lieutenant-Governors.................. 1,733,647 1,721,941 11,706 
9 Indian Affairs and Northern Development...................... (613,838,949 594,567,249 17,414, 209 1,857,491 
10 Industry, Trade and CommMence................ce:cscceseeeereeesereees (416,696,603 399,781,138 16,915,465 
1] ATK a CGP Ra hat A i i i Sn Ne BA SR ae 51,503,216 42,884,060 8,619,156 
12 j D-H s Vey 0) ceeent cnr 79 <> hel teria ce Da a Sc ante ae nas dhe ee seer 34,687,828 SB, LISe 261 1,569,567 
13 Manpower and Immigration... ceiceeeterneyssseeecens 1,696,489, 696 1,643,140, 700 53,348,996 
14 National yD efencetereet te on ceca eee there teers nee tenet tae DD DYE OS MBS: DDB 98S eh Gn PD Ml Sl 
15 NationallHealthiamd  Welfare.c.c..eseacccu este eee eee se ener Bnd Was SES BIS) Bf SE) SVBI Ops) 127 811520 
16 National Reventioncuc. tse eee remem tere nete 275,980,078 269 ,966, 362 6,013,716 
17 Partai en ts reece eee Bee celta, Seeseerh ete case at enero oe oe 43,994,672 41,751,787 2,242,885 
18 POSH OM Cer tee errr eee taco elo penne gine 600,124,727 591,162,969 8,961,758 
19 Privy @OUNCIlay tase renee or eee ene cose meet 22,921,063 OMIT Oe 334 78 lial! 
20 PUBL Works) ey ee tere eee eae eee Re atearoM eens wer doseaene 481,486,469 469,735,614 11,750,855 
21 RerionalvBcononiceExpanslOme ce seme aeernter eee ereare care: 474,787,202 Ate a3 25232 63,254,970 
DY) ScICH CO anda LeEChnOlO gy erence eee tee cece tone i eee anee 6,834,400 6,754,810 79,590 
23 SScrelarvrOlss tates cree siete cee hone ie ers rc aces (61 ,038,319,093 1,026,423,891 11,828,625 66,577 
24 SORiGitOreG Emenee rete ec ee eee eee eee eee 372,724,381 350,049 , 844 22,674,537 
25 SA Uoy ay AY fataXal SEINE NS coroin acloaneh toaustheuechede acasbecrocno mceopanctcatoedt 75,008 ,033 73,429,724 8.309 
26 IDRAMSPOLt ne eee a ecto en et ae eee ae 864,042,552 827,492,293 BGR D0 5259. 
Del DORSET Ie d KOE G Li Jessa) site dotetocesbndaedecced sé abeaHeor copie twache Beadtoce (D331,825,710 262,583,804 69,241,906 
28 Wir bain AT Rar Seer ete ce oe eae eae ne coh matured cm teeriants DBARTO2 Ag DiSe225 e124 19,567,655 
29 WieteraniseAilalnst ret usaete terre cancer aan rae Oaeantaasmnere 547,410,847 $38,292,758 9,118,089 
20, 583,475,023 20,039,399, 223 492,045,742 52,030,058 


(Available for expenditure in subsequent fiscal years: Department of Agriculture vote 15, 1970-71, 1971-72, 1972-73 $38,124,637; Department of 
External Affairs vote 25, 1973-74 $11,981,353; Department of Indian Affairs and Northern Development vote 35, 1970-71 and vote 30, 1971-72 
$1,857,491; Department of Secretary of State vote 2b, 1968-69 $66,577. 


Includes $42,645,208 carried forward from vote 15, Department of Agriculture 1970-71, 1971-72 and 1972-73 appropriations. 
Includes $10,255,039 carried forward from vote 30, Department of External Affairs 1972-73 appropriations. 


@Includes $2,047,231 carried forward from vote 35 and vote 30, Department of Indian Affairs and Northern Development 1970-71 and 1971-72 
appropriations respectively. 
Includes $68,000,000 carried forward from vote 32b, Department of Industry, Trade and Commerce 1972-73 appropriations. 


(Includes $66,759 carried forward from vote 2b, Department of Secretary of State 1968-69 appropriations. 
(DIncludes an amount of $125,808 representing payments to the unemployment insurance account for cost of bilingualism which was recorded as 
an expenditure of Treasury Board as the appropriations for the Unemployment Insurance Commission did not permit such a charge. 


The notes appearing on page 12 are an integral part of this statement. 


S. S. REISMAN 
Deputy Minister of Finance 


H. Ro-BALES 
Deputy Receiver General for Canada 


Auditor General’s Certificate 


The accounts relating to the expenditures as set forth in the above Statement have been examined under my direction and subject to the comments 
in my report to the House of Commons, I certify that, in my opinion, the Statement gives a correct summary for the year ended March 31, 1974. 


J. J. MACDONELL 
Auditor General 


(This Summary is to be found on page 9.6 of the Public Accounts, 
Volume I, and the sections referred to therein are those in 
Public Accounts, Volume II) 


16 


1D49UaH LojIpny 


“TTANOGOVN ‘f ‘f 


(IJ euNjOA ‘sJuNO.D.W dqng 


UL 9SOY} 948 UI919Y} O} pai12ja1 SUOIIaS ay} pu ‘| aWINTOA 


‘s}UNOIIW IIIGNd a4) JO [[°6 puke QI"6 saded uo punoy oq 0} SI Arvuruing siyy) 


“PL6L “TE YOIeI Popus 1v9k 9y} oJ ArewUINS 499II09 B SOAIB yuoul9}23§ 9y) ‘uorurdo Aw ul ey} AJNIO. J ‘suoWWOD Jo 8snOH 94} 0} jAOdo1 AW 
UY s}USUTOS 94} 0} JoOofqns pue UONeIIp AU JopuN poulUrexs useq savy jUdUII}EIG SAOGB OY} UI YOJ JOS ONUDAGI OY} 0} ZuIVLJOI s}UNODe oY TL, 


Dpouvg 40f jvD1aUuay 4aaia2ay Aindaq 


aDIY149D S JosauayH Aonpny 


aounuty fo 4aisiurpy dindaq 


STIVd “Y “H NVWSIA4U ‘S'S 
7E9“9SL*99E*6I =: 960 L60 ‘OF LYL‘€II‘°8S €€S‘Ssp*9T  IZ8‘TEE‘6T 968‘900‘IZ 88E“IZE*66 661‘°SOO‘O8h  09S‘SOT68P*I Z6E‘6IZ EET ‘LI 
67 SEL‘ LES ‘OE I8€ ‘py ‘T €1L‘6S8 ‘7 Tp9‘€€7 ‘97 Sey SUvIOIOA 6Z 
87 €6h ‘Opp Isp 89L°999 ‘TT 769 “9L8‘T 807 “6Eb “PE LSA ES Ast X0) dene a oe ieee We ancy De OL Oe at coo cy sueyy ueqin 87 
Lt 690°9ST ‘LE 9€0°7 000 ‘Sr £0601 ‘LE pivog Ainsvory, LZ 
97 $79 *6L9 ‘66 6L9‘8L7°Z 6L9°€S0°T 69€ “9bS 600 *06L 688 ‘010‘S6 ~-qrodsuely, 9% 
Sz SLE‘LEL‘L ALENT Lee ‘9 LSL‘S76‘S = 89997 PTL ‘807 OLO*ROS 82 ale em ea eisietees ences SadIAlog pue s]ddng SZ 
v7 SIS*LL8 ‘I 9Eb “TET £07 ‘SEI O€7 “LEZ LIL ‘8S L68 ‘819 CLONCES = =) UR) Be rca teen eee TeI9UeH 1OWII]OS 14 
€@ 969 *7S6 ‘LI POP “P9E €97‘S67‘T S77 ‘9E SOS ‘OIL PLy‘els'r GSLECE CCT | 8 8 ee naan tes 93819 Jo £1e}0199¢ €Z 
(44 £96 G 196 Bia iow Soe on Sees AZoJOuYyoa], puke s0ua!I0¢ (G6 
17 LOS ‘S98 ‘IE LLO‘ELL‘T $96‘ ITE ‘Z $79 ‘STE €OL‘O9T‘T PSE“ TEL‘s EST ‘ZE9 ‘OT uolsuedxg s1m0u0sg JeuoIsoy IZ 
0z 020‘ PSP's LS0‘P6E ‘I LO0‘9TE 8ETO8E SEZ‘ TLO‘Z CS Pe SSC ON UNG ee eg precio tegen SYIOM qn 0Z 
6I 978 ‘br S61 ‘II 879 ‘EE Nihewreiale)um wat ov sibere daha site Seinaeleaside an asin as ene N younod AMI 6l 
81 byl “98l‘Osr £L9 ‘8b 18 “ZEl ©OTTSO0: OF 206)" Eg ee Ome eo ZO 180d 81 
LI OS¢ ‘99 908 “bE OSE “TZ (443) « I TZLe‘LT asdevshinsiint aa cgecWoaehesesavenat aawexe ce ctoe quoweipeg LI 
91 LyO*667‘PHI‘LE = P99 SLT‘L 086 ‘96 brs ‘199 9L0‘OZE‘E 967 ‘8h vI9‘L9 CLSESTS OCOD. L acer oe ana cee aia onusrcy [BUONEN 91 
SI BSE ‘ZOL‘E ESE ‘690° vr0'El SSTZ 90L‘*6L9 OIRO pue Yeo [euONeN SI 
v1 LIT‘O8E“€ TIS ‘€9 00S “SEE ‘7 SOPAIS6a mee oars eee sousjoq jeaoneNn +I 
€I 176 ‘8E6‘E L6S‘6SL‘T 981 ‘97 6b9 “PL0‘T 6805S ree uoneisiuwy pur romoduep EI 
ral €0S ‘O€r‘€ 868 “61 £90 ‘bb COLLOCE OE LY G26 SPT Th SSC aap eee ere Inoqe’] ZI 
II €7Z‘9Sb 187 ‘697 LI9 8E8‘L6 L8p ‘8s heap anedumab tans wes tcke odwaned eee wenTenst eer aar aonsne Il 
Or 787‘ 88L‘9E ZEIT ‘O9L 8 S40 ‘O01 6I1P‘S9b ‘7 109 ‘Z9r ‘EE SO1SWIOD pue apery ‘ANsnpuy Ol 
6 ZLB “89 “ET 988 “Pre O68°PSL‘OI O18‘ P8E 002 “9% 0£9 ‘ZO 9SP ‘SEE ‘IT “JUSUIdOTSASG UIOYON pure sueyy ueipuy 6 
L 67ZE “816° 8S8 OPI “859 °b LeL*ell ‘ss 685 *80L SEL ‘Zbl DOL ISIONFEL BIGES“06E - - Fo ag Ra es eae aoueUuly L 
9 €es‘Sol‘e S9E‘LID 799‘ ISb 016 685 ‘OPE 996 ‘8IPr TEV SSES SV me Reser ee eee sneyy [euloixg 9 
S 88h‘ TEz‘9 CEC cCES L8T*8LL“T S80°L6L‘T 697‘ 81 S79‘ 8hE ‘I G86 sS Ml em ae eerie eect quowuosAUg S 
v 97S ‘9I9L SLI‘€8 €8p PST ‘T 068 ‘08 677 ‘TE $07 ‘107 bps *s90‘9 pine sea saoInosey pue sour ‘Ad10ug v 
€ Opi ‘98S ‘OI v7 ‘P99 796°SLL‘9 $66 ‘771 E 096 ‘7 sieyy o1210d109 pur sownsuod € 
z ZOS 197‘ vel oss Zz SLL‘Sb TROESTCSS Puen ee pe cere suonvorunwiw0s Z 
I Oly E91 6 ELI ‘9ET €IL “197 S9O‘TIL‘E  67L‘*SEE‘6 OSO‘SSE 089 ‘£97 ‘6L ainqynousy I 
$ $ $ $ $ $ $ $ $ $ 
(IJ sumnyoA) [210], stoouey[sost py aseulod pue sqruried SoTeSs WOIf sodj SOIAIOS soinjipuodxo anudsaAd1 S}]USUI}SOAUT ONUIADI XB] quowjyiedeg ({j aumnjo,) 
00:399¢ uol][Ng  pue sdouddIT SP9990Ig pUe SOdIAIOg .sIvok snolAdid ]e1sog uo UIN}OYy uolo9g 
‘SoSOTIALIg JO spunjoy 


PLOL “TE Yuva] popugy wax [Vasily oy} 10; 


yuoujiedaq puv uonvoyissy[D ureya Aq onuaaay Jo Areurums 


Angi 


Notes to Financial Statements of the Government of Canada for the Fiscal Year Ended 


March 31, 1974 


1. REVENUE CREDITED TO APPROPRIATIONS 


Revenues of $19,366.7 million exclude receipts and revenues of 
$582.8 million credited to appropriations. 


2. EFFECT OF 31ST MARCH FALLING ON A HOLIDAY 


Since March 31, 1974 fell on a Sunday, the fiscal year 1973-74 
remained opened until Monday, April 1, 1974, in accordance with 
the provisions of the Interpretation Act (Revised Statutes of 
Canada 1970 c. I-23, Section 25(1)). The effect of this provision was 
to include in the fiscal year 1973-74 those receipts and payments on 
April 1, 1974, that referred to the business of the 1973-74 fiscal year. 
In addition, payments for goods and services received on April 1, 
1974 could be included in 1973-74, if they were made by April 30, 
1974. 


Receipts on April 1, 1974 credited to the fiscal year 1973-74 
were estimated to be $490 million, with a corresponding debit to 
cash in transit. In the case of expenditure, no estimate can be made 
because sums becoming due and payable on April 1 could have 
been paid over the period up to April 30. 


3. ADJUSTMENT OF TAX REVENUES BETWEEN YEARS 


An adjustment for provincial property tax credits amounting to 
$33.6 million chargeable to the provinces at March 31, 1973 was 
made in 1973-74. If this adjustment had been made in 1972-73 
income tax revenue and the budget surplus would have increased 
and net debt and the liability to the provinces reflected in the 
Provincial Tax Collection Agreements Account would have de- 
creased by $33.6 million. No amendment to either the figures for 
1972-73 or those for 1973-74 has been made for this item. 


4. OIL EXPORT TAX 


The Oil Export Tax provides that the Minister of Finance may 
make payments equal to 50% of tax revenues derived from the 
oil export tax, to the exporting provinces in which the exported 
crude was produced, recovered or extracted. The sum of $143.3 
million, equal to 50% of oil export tax revenues, is included in 
fiscal transfer payments of the Department of Finance. Of this 
amount, $75.8 million was paid to provincial governments by 
March 3ist. The balance of $67.5 million is included in both 
expenditure for 1973-74 and other current liabilities at March 31, 
1974. This liability was discharged in 1974-75. 


5. REFUNDS OF PRIOR YEARS’ EXPENDITURE 


Revenue from refunds of prior years’ expenditure in 1973-74 
includes $36.7 million of reserves for salary increases. These reserves 
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were deleted from the undisbursed balances of appropriations to 
special accounts in accordance with Treasury Board Vote 7a, 
Appropriation Act No. 5, 1973. 


6. GOVERNMENT’S CONTRIBUTION TO THE PUBLIC SERVICE SUPER- 
ANNUATION ACCOUNT AND THE SUPPLEMENTARY RETIREMENT BENE- 
FIT ACCOUNT 


Commencing with the 1973-74 fiscal year, the Government’s 
contribution to the public service superannuation account and 
supplementary retirement benefit accounts was charged to each 
departmental program. In prior years the costs were entirely 
reflected in Treasury Board’s budgetary expenditure. 


For comparative purposes, the 1972-73 costs of $197 million, 
which were included in Treasury Board’s budgetary expenditure 
for that year, have been prorated to departments on the basis 
of estimated amounts supplied by Treasury Board. 


The total of these charges to budgetary expenditures is shown in 
Section 4, Table 2 of this Volume. 


7. INTEREST ON PUBLIC DEBT 


In conformity with the Estimates for 1973-74, $212 million of 
additional interest on various superannuation accounts is included 
in interest on the public debt, a statutory expenditure of the De- 
partment of Finance. In 1972-73, additional interest on balances in 
superannuation accounts amounting to $169 million was recorded 
as statutory expenditure of National Defence (Canadian Forces 
superannuation), $77 million, Solicitor General (Royal Canadian 
Mounted Police superannuation), $5 million and Treasury Board 
(Public Service superannuation), $87 million. For comparative pur- 
poses the figures for 1972-73 have been adjusted and the $169 
million of additional interest is included in interest on the public 
debt, under the Department of Finance. 


8. TRANSFER OF DUTIES, RESPONSIBILITIES AND LEGISLATIVE CHANGES 


The following program transfers reduced the 1973-74 budgetary 
expenditure of the transferring departments and correspondingly 
increased that of the acquiring departments: 


(a) Vocational Rehabilitation of Disabled Persons from the De- 
partment of Manpower and Immigration to the Department 
of National Health and Welfare (7.4 million). 


(6b) Opportunities for Youth program from the Department of 
the Secretary of State to the Department of Manpower and 
Immigration (33.8 million). 


Notes to Financial Statements of the Government of Canada for Fiscal Year Ended 
March 31, 1974—Concluded 


Previous year figures have been adjusted for comparative pur- 
poses. 


Another significant change took place in 1973-74 where the costs 
of the Supply Administration of the Department of Supply and 
Services were charged to the Supply Revolving Fund and are no 
longer a direct charge to expenditure. 


In 1972-73, an amount of $27.1 million was included under 
Supply Administration; this amount has not been deleted from the 
1972-73 figures. 
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THE GOVERNMENT OF CANADA 


Statement of Assets and Liabilities as at March 31, 1974 


(with comparative figures as at March 31, 1973) 


March 31, 1974 


March 31, 1973 


Net increase 
or decrease (—) 
during 1973-74 


$ $ $ 
ASSETS 
1. Current assets— 
(@)\ ‘Cashr schedule SA. page: Ginsu. censcrserctee Gio aeeracin sar esasetecceate Siuaenste ener aes 1,969, 669,046 2,329,422 ,990 — 359,753,944 
(b) Securities held for the securities investment account at amortized cost.... 68 , 337,169 64,194,515 4,142,654 
(c)m Otherzcurrent assetseschedulep bap agerSucencce cert teen ee eee teen ees 102,696,001 78,023,073 24,672,928 
2,140,702,216 2,471,640,578 — 330,938,362 
2. Departmental working capital advances, schedule C, page 8..............ccsseeeereeserees 630,007, 152 390,160,400 239,846,752 
3. Foreign exchange reserves— 
(DweExchangeyhundsAccountisa meee sescrcte eee een ae etecnarere enter erenes 5,466,279,053 5,641,279,053 — 175,000,000 
(6) Canada’s subscription to capital of the International Monetary Fund.... 1297 GTR 219 th NOP OPAL TA 104,945,507 
6,763,446,272 6,833,500,765 — 70,054,493 
4. Social security accounts, schedule D, page 10— 
Canada PensionsPlansinyvestinem taht Genus cece ane ek ere can areca eee reranee 6,696, 981,000 §, 589,573,000 1,107,408, 000 
Unemployment Insurance Account—Advances—All or part to be recovered 
bypparliamentanysapprophiatiOns ese. amaccmeccue aisiese seem tar tee asec, ee eee Le 9e2Z805 356 1,474, 866, 742 244,413,614 
Unemployment Insurances A CcOunitirccyss cere cae. eee teaaae ce eee oas eactares acer 60,417,553 DPR BEM Sy 38,026,001 
8,476,678 ,909 7,086,831, 294 1,389,847,615 
5. Investments held for retirement of unmatured debt..............ccccccccssecsscesseceseeeseeenes 
6. Advances, loans and investments—Domestic, schedule E, page 11— 
(a)- Loans to, and investments in, Crown COrpoOTratiONS............:cceeeeseeseeseeeeeeeee 13,634, 105,066 12,608,809, 261 1,025,295, 805 
Recovery likely to require parliamentary appropriations...............c0000 237,695,681 188,219,895 49,475,786 
(Cm leoanssto provincialkcOvernmentswnerman te acter center eer ee 834, 326, 166 682,712,011 151,614,155 
(c) Municipal Development and Loan Board advances...........cccccscccssecsseesseeees 234,872,906 244 , 636,935 —9,764,029 
(d) Veterans Land Act fund (less reserve for conditional benefits)...........0...... 512,403,871 505,202,226 7,201,645 
(eyueMiscellame ous st tc et cee. ator nie tee ernest sae a ee ae cae eee eet een 725,129,691 588, 863,542 136,266,149 
HORT SRS SH SOL 14,818 , 443,870 1,360,089, 511 
7. Advances, loans and investments—External, schedule F, page 16— 
(@) MeoansttomationalteovernmentSemes: terete eaten meee ese eee 1,831,620, 629 1,641,763,107 189,857,522 
(5) Subscriptions to capital of and working capital advances and loans to, 
MternationalLoneanizatiOnsnce: serererce more ence eres Bee ee eee 492,351,155 410,812,085 81,539,070 
2,323,971 ,784 BOVE SS LA DYN SRC, SOLA 
Sasecurities heldsmetrust,aschedulesGuipagenl Semececetecccesssssseeesretincte ste rorecesentinsnceeees 135,027,802 118,386,875 16,640,927 
9. Deferred charges— 
(a) Unamortized portions of actuarial deficiencies— 
Canadian forces:superannuationsaccountsasesc.ceeseeet ee satecesereeereree eee 702,040,000 376,940,000 325,100,000 
PublicsenvicesuperannuatiOmraccOMl tame: neice reneseteetteseerasce eee 362,900,000 382,658,800 — 19,758,800 
Royal Canadian Mounted Police superannuation account.............0.... 24,878,004 23,544,000 1,334,004 
(G)\mUnamortizedtloangilotawonscostsysecerOnel lees emney estes meee eens 156,454,914 156,700,220 — 245,306 
1,246 ,272,918 939,843,020 306,429,898 
LOM Cap italassets ite cee ee pete ten a ee eat re Ae cee nsean oy eee Neer ne oe ee en od se ae ee 1 1 
11) nactivesloans. and) mvyestiments;schedinie I, pace miSice.cm ers geeceepyeceeccceeee cece sess eee 80,354,071 94,824,381 — 14,470,310 
otalirecorded assets: cu. seas ch meen cee ete ects ccaceenc anes 37,974,994, 506 34,806, 206,376 3,168,788, 130 
120 Less) ReServelOmlosses On. TrealizatiomvOn aSSectS..- see ieee ere ees ecanteseaie settee — 546,384,065 — 546,384,065 
Netirecorded assets. ie peek eer Soe ee as ak, Oe 37,428,610,441 34,259,822,311 3,168,788, 130 
13. Net debt, represented by excess of liabilities over net recorded assets, schedule I, 
TIESTO SI re eee act tN wn ee OIE MO SNE RL eet 0s SR ER de 18,128,455, 346 MWR AS On Size 672,642,591 
Spigoa (Wes Si 51,715,635 ,066 3,841,430,721 


The notes appearing on page 4 are an integral part of this Statement of Assets and Liabilities. 


S. S. REISMAN, 
Deputy Minister of Finance. 


H. R. BALLS, 
Deputy Receiver General for Canada. 
(This Statement and the Schedules and pages referred to therein are to 
be found in the Public Accounts, Volume I, Section 10, 
except where otherwise indicated) 
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Senn... —————eeeeeeeeeeeeeeeeESeeeoooeeaaeoeeEeE—————————— 


March 31, 1974 


March 31, 1973 


Net increase 
or decrease (—) 
during 1973-74 


$ $ $ 
LIABILITIES 
14. Current and demand liabilities, schedule J, page 19— 
(@QeOitstandimeichequesee st ace ee ee ee 1,282,452,993 751,194,631 531-258" 362 
(6) Accounts payable (that portion paid in April of the next following year) 1,177,528,155 745,900,060 431,628,095 
(c) Non-interest-bearing notes payable to international organizations............ 154,349,201 84,420,960 69,928,241 
(2) me Viatuxedidepisoutstamcin came eer tes 4 hn nnn arena sey 27,913,706 Bon On Siit — 7,597,105 
(Cmintereseduciandioutstanding srs seen eee en dl 15129,0355371 842,292,872 286,742,499 
Cp meloterestraccrucd st, techn um dh es EU PENN Pr ae EE 592,021,068 584,559,472 7,461,596 
(G)mOtherourrentiliabilitics) wae = eee senna hor es fe 231,293,860 131,107,066 100,186,794 
4,594,594 ,354 3,174,985 ,872 1,419,608 ,482 
15. Foreign exchange reserves— 
(a) Non-interest-bearing notes payable to the International Monetary Fund 990,000,000 853,000,000 137,000,000 
(6) Allocation of Special Drawing Rights in the International Monetary Fund 370,279,053 370,279,053 
1, 360,279,053 T5223, 2795053: 137,000,000 
LOmeDepositandstrust accountsschedule, Ke page 2m sto 579,390,882 614,024,473 — 34,633,591 
17. Annuity, insurance and pension accounts, schedule L, page 25— 
(a) Social security accounts— 
GanadasRensionsRiane semetcmimen tea inen eon ie wee NL 6, 933,825,886 SIZ aoo ad oS 1,140, 828,733 
OldEA ce Secunityheundi ckeeek wane vase eae One e On eel Lee 32,735,490 335,750,044 — 303,014,554 
(D) MESUpCr ALM MATOMIACcC OUTS Hs eee eee eee tr nase OG 10,848, 542,394 9, 554,059,218 1,294 ,483,176 
(CIRO (le ree et Ee Re nt 2 a ee tie etre doa Nard oe (thE ht 1,446,915,970 1,445, 645,254 1,270,716 
19,262,019, 740 17, 128,451,669 Zola SOO ROL 
18. Undisbursed balances of appropriations to special accounts, schedule M, page 
PASSE yd ON Solin eet ch RE Ee OPCS IL Cer eR ke UE Nae PRO 172,265,845 187,550, 546 — 15,284,701 
19. Provision for compound interest on Canada Savings Bonds, schedule N, page 26 114,100,946 81,163,671 32, 9373275 
20m Doierredicrcditsaschedule Ompace o]ar mee eee eee ee 294,736,772 263,247,103 31,489,669 
2 ees USPChseraccounts,schedulesbspase 2]. ete ee 8,312,879 4,439, 334 3,873,545 
22. Unmatured debt, schedule Q, page 28— 
(GQ) BEB OG Speen eNO ee Ree rg TRA SO mete ee eee See Th 24, 266,365,316 24, 748,493,345 — 482,128,029 
KO) ME LTCAstiny aD US omeaten seated weeks Sete P ME olen d eh int 0) 4,905,000, 000 4,290,000,000 615,000,000 
29,171,365,316 29 ,038 , 493,345 132,871,971 
Note: 
The contingent liabilities of the Government of Canada, consisting of rail- 
way securities guaranteed as to principal and interest $603,474,500; 
other guarantees of $13,253,719,698; together with certain indeter- 
minate guarantees, are listed on page 86. 
otaMiabilitics cca eee ae cee rete eta 55,557,065, 787 51,715,635 ,066 3,841,430,721 


a ee ee ee EO EEE ee Og ae eben ek 
Auditor General’s Certificate 

The above Statement has been examined in accordance with the provisions of the Financial Administration Act. I have obtained all the in- 

formation and explanations I have required and, subject to the comments in my report to the House of Commons, I certify that the Statement is in 

agreement with the accounts maintained by the Receiver General for Canada and that, in my opinion, it exhibits a correct view of the financial position 
of Canada as at March 31, 1974. 

J. J. MACDONELL, 

Auditor General. 
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Notes to Statement of Assets and Liabilities as at March 31, 1974 


The increase in net debt reflects the budgetary deficit of 
$672,642,591. 


Additional liabilities for the Public Service superannuation 
account, the Canadian Forces superannuation account and the 
Royal Canadian Mounted Police superannuation account arising 
out of pay increases have been credited to these accounts and charged 
to deferred charges and are being amortized over a five-year period 
in accordance with the amendments to the superannuation acts. 


The quinquennial actuarial valuation as at December 31, 1972 
for the Public Service Superannuation Account is currently being 
prepared and results will be published when available. 


Assets and liabilities denominated in foreign currencies other 
than those of a short-term nature are recorded at historical values. 
No adjustment has been made for subsequent changes in exchange 
rates. The value of these assets and liabilities based on exchange 
rates in effect at March 31, 1974 are summarized in the following 
statement. 


Valuation at Over 
Recorded March 31, 1974 (Under) 
Value exchange rate valuation 
$ $ $ 
ASSETS 
Securities held for the 
securities investment ac- 
COUN tees seer eee ener 13,354,969 12,060,035 1,294,934 
Foreign exchange reserve 
accounts— 
Exchange Fund Account 5,466,279,053 5,336,198,195 130,080,858 
Subscription to capital 
of the International 
Monetary Fund.......... 1,297,167,219 1,328,453,610 (31,286,391) 
Advances, loans and in- 
vestments—External— 
Subscriptions to capital 
of and working capital 
advances and loans to, 
international organ- 
IZAUONS tee ee 486,404,259 449 914,322 36,489 ,937 
7,263,205,500 7,126,626,162 136,579,338 
LIABILITIES 
Foreign exchange reserve 
accounts— 
Allocation of Special 
Drawing Rights to the 
International Mone- 
taryabiindie. ce oe 370,279,053 420 , 593,769 (50,314,716) 
Unmatured debt.................. 258 , 084,066 232,091,362 25,992,704 
Accrued interest: ju...2c-e.-cts 4,249,151 3,821,201 427,950 
632,612,270 656 , 506 , 332 (23,894,062) 


The liability for the allocation of Special Drawing Rights issued by 
the International Monetary Fund has been recorded in the accounts 
of Canada in accordance with the Fund’s accounting recommenda- 
tions to participants. Although the liability arises from transactions 
associated with foreign exchange reserves, it is not taken into 
account in determining Canada’s official international reserves. 


Pursuant to Treasury Board Vote 7(a), Appropriation Act 
November 5, 1973, reserves for salary increases in the amount of 
$36,765,140 were credited to revenue in 1973-74 and deleted from 
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the category undisbursed balances of appropriations to special 
accounts. 


The accounts in respect of the Unemployment Insurance 
Account which are recorded on the Government’s Statement of 
Assets and Liabilities are summarized in the following statement. 


Increase or 


decrease 
ASSETS 1974 1973 (—) 
$ $ $ 
(thousands) 
Cash in Receiver General 
Specialideposits =e a 40,195 39,920 IIS) 
(ACValiCeSHers eee eee ne 1,719,280 1,474,867 244,413 
Unemployment Insurance 
ACCOUN ty een eee eee 60,418 22,391 38,027 
IR SI96893 el oS els MM IANS 
LIABILITIES 
Outstanding warrants.......... 54,176 48,777 5,399 


An adjustment for provincial property tax credits amounting to 
$33.6 million chargeable to the provinces at March 31, 1973 was 
made in 1973-74. If this adjustment had been made in 1972-73, 
income tax revenue and the budget surplus would have increased 
and net debt and the liability to the provinces reflected in the 
Provincial Tax Collection Agreements Account would have de- 
creased by $33.6 million. No amendment to either the figures for 
1972-73 or those for 1973-74 has been made for this item. 


Since March 31, 1974 fell on a Sunday, the fiscal year 1973-74 
remained opened until Monday, April 1, 1974, in accordance with 
the provisions of the Interpretation Act (Revised Statutes of Canada 
1970 c. I-23, Section 25(1)). The effect of this provision was to 
include in the fiscal year 1973-74 those receipts and payments on 
April 1, 1974, that referred to the business of the 1973-74 fiscal 
year. In addition, payments for goods and services received on 
April 1, 1974 could be included in 1973-74, if they were made by 
April 30, 1974. 

Receipts on April 1, 1974 credited to the fiscal year 1973-74 were 
estimated to be $490 million, with a corresponding debit to cash in 
transit. 


The Oil Export Tax provides that the Minister of Finance may 
make payments equal to 50°% of tax revenues derived from the oil 
export tax, to the exporting provinces in which the exported crude 
was produced, recovered or extracted. The sum of $143.3 million, 
equal to 50°%% of oil export tax revenues, is included in fiscal transfer 
payments of the Department of Finance. Of this amount, $75.8 
million was paid to provincial governments by March 3lst. The 
balance of $67.5 million is included in both expenditure for 1973-74 
and other current liabilities at March 31, 1974. This liability was 
discharged in 1974-75. 


Exchange Fund Account 
(Established pursuant to the Currency and Exchange Act) 


STATEMENT OF ASSETS AND LIABILITIES AS AT DECEMBER 31, 1973 


(with comparative figures as at December 31, 1972) 


ASSETS 


Canadian dollars: 
Cash on deposit 


Assets valued in United States dollars: 
Cash on deposit 
United States Treasury bills and bonds at cost, with accrued 

interest 
United States special Treasury notes at cost, with accrued 
interest 
International Bank for Reconstruction and Development bonds 
at cost, with accrued interest 
International Monetary Fund special drawing rights—(Note 1) 
Allocated to Canada $432,6 20,623 
Acquired at cost, with accrued interest - 132,386,364 


Gold (Note 1) 


Value of United States funds converted to Canadian dollars at 
the closing market rates for $1.00 U.S.A. of $0.996 Can. in 
1973 and $0.995 Can. in 1972 


LIABILITIES 


Due to Consolidated Revenue Fund, in accordance with Section 
16 of the Currency and Exchange Act: 

Earnings on investments 

Net profit from trading operations in foreign exchange, gold 


United States 
dollars 


$ 24,948,254 
484,216,417 
2,574,778,942 


50,990,124 


565,006,987 
926,856,238 


$4 6 26,796,962 


Canadian 
dollars 


$ 216,949,674 


1973 


1972 
5,650 $ 242,259 
United States 
dollars 
$ 51,569,476 
956,857,355 


2,870,923,021 


$4,608,289,774 
(4,428,000) 


$4,603 867,424 


50,853,073 
$389,358,701 
116,994,872 

506,353,573 

834,107,675 

$5,270,664 ,173 

Canadian 
dollars 


$ 192,470,099 


10,652,358 


ANLGESCOULELICSE | Foe nig ol RN ES REPRO fee) A eee of 2,061,749 
Net profit from the net valuation adjustments on unmatched 
SaleSiowmorcioniexC hanger =m arse ene ne wees 1,151,818 
Advances from the Consolidated Revenue Fund .......... 
Special drawing rights allocated to Canada by the International 
MONE tar yOu IG aaaem wea URWe Lauer Ror ens tip ee eeeees Tat 
Deficit: 
Balances anual yal gam ache iaece We oki ie teen sy. 235,059,691 
Valuation adjustment on previous year’s holdings on hand at 
therend ofsiheryieata Gry xs Sie cosnswae ale. Sous aes toltebate (4,969,176) 


Valuation adjustments on the net increase in holdings in the 
year 


(105,904,558) 


The accompanying note is an integral part of the Financial Statement. 


Certified correct: 
The Bank of Canada 


R.W. LAWSON 
Deputy Governor 


ALAIN JUBINVILLE 
Chief of the International Department 


$ 220,163,241 
4,077,000,000 


430,890,140 
4,728,053,381 


124,185,957 
$4,603,867,4 24 


273,399,301 
35,602,157 


354,069 
(74,295,836) 


$5,244 310,852 
(78,437) 


$5,244 474,674 


$ 203,122,457 
4 889,000,000 


387,411,908 
5,479,534 ,365 


235,059,691 
$5,244,474,674 


I have examined the above Statement and have reported thereon under 


J. J. MACDONELL 
Auditor general of Canada 


(This Statement is to be found on page 7.16 of Volume II 
of the Public Accounts) 


23 


date of March 22, 1974 to the Minister of Finance. 


Exchange Fund Account 


NOTE TO FINANCIAL STATEMENT 


After consultation with the International Monetary Fund, the 
United States, effective October 18, 1973, changed the gold parity 
of the United States dollar to reflect a price increase in fine gold 
from U.S. $38 to U.S. $42.2222 per troy ounce. As a result, the 
Minister of Finance authorized the revaluation of the gold and 
gold-based assets (Special Drawing Rights) held by the Exchange 
Fund Account effective October 18, 1973. Accordingly, these 
assets were written up by $105,904,558, and this amount has been 
credited to the accumulated Deficit on the authority of the Minister 
of Finance. 


In 1972, gold and gold-based assets were written up by 
$74,295,836 on the authority of the Minister of Finance to reflect 
the price increase in fine gold in that year from U.S. $35 to U.S. $38 
per troy ounce. 


AUDITOR GENERAL OF CANADA 
Ottawa, March 22, 1974. 


THE HONOURABLE JOHN N. TURNER, 
MINISTER OF FINANCE, 
OTTAWA. 


Sir, 


I have examined the Exchange Fund Account and the transactions 
in connection therewith for the year ended December 31, 1973, as 
required by section 18(2) of the Currency and Exchange Act, R.S., 
c2G-39: 


My examination included a general review of the accounting 
procedures and such tests of accounting records and other sup- 
porting evidence as I considered necessary in the circumstances. The 
Fund‘s holdings at the close of the year have been confirmed to us 
by the Auditors of the Bank of Canada. 


In my opinion, the transactions in connection with the Account 
have been in accordance with the provisions of the Currency and _ 
Exchange Act, the records of the Account show truly and clearly the 
state of the Account and the accompanying Statement of Assets and 
Liabilities presents fairly the financial position of the Account at 
December 31, 1973, in accordance with generally accepted account- 
ing principles applied on a basis consistent with that of the preceding 
year. 


Yours faithfully, 


J. J. MACDONELL 
Auditor General of Canada. 


AUDITOR GENERAL’S REPORT TO PARLIAMENT 


As required by section 18(2) of the Currency and Exchange Act, R.S., c. C-39, I have 
audited the Exchange Fund Account and the transactions in connection therewith for the 
year ended December 31, 1973, and I now certify that, in my opinion, the transactions in 
connection with the Account have been in accordance with the provisions of the Act and 
that the records of the Account show truly and clearly the state of the Account. 
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J. J. Macdonell 
Auditor General of Canada. 


IV 
COMMENTS BY THE AUDITOR GENERAL RELATING TO THE FINANCIAL STATEMENTS 
OF CANADA 


Statement of Expenditure and Revenue 


20. Understatement of deficit. This Statement for the fiscal year ended 
March 31, 1974, shows revenue of $19, 367 million, expenditure of $20, 039 million 
and a deficit of $672 million for the year. As referred to in notes 3 and 5 to the 
Statement, the adjustment for provincial property tax credits of $33.6 million and 
the transfer to revenue of the reserve of $36. 7 million for salary increases reduced 
by $70. 3 million the current year's deficit which would otherwise have been shown 
as $742 million. This compares with a surplus of $515 million for the preceding 
year which reflects the adjustment of $33.6 million to last year's recorded surplus 
of $481 million. 


Die Effect on expenditure and revenue of crediting appropriations and 
special accounts with certain revenues. A number of appropriations include authority 
for departments to spend revenue. The accounting procedure is to credit the revenue 
directly to the appropriation as it is received and, for statement purposes, to offset 
it against expenditure from the appropriation and record the net expenditure. 
Similarly the Department of National Defence has authority to credit the net proceeds 
from sales of property and equipment to its Surplus Crown Assets Account and its 
Replacement of Materiel Account from which they may be expended for the purposes 
of the Department. 


During the year non-tax revenues totalling $265 million were credited to 
appropriations and, under authority of the Post Office Act, R.S., c. P-14, remuner- 
ation of postmasters and staffs at certain classes of post offices, and other costs, 
totalling $74 million, were paid from gross postal revenue. Proceeds of $17.3 million 
from sales of surplus property and equipment were credited by the Department of 
National Defence to its Surplus Crown Assets Account, and defence expenditures 
of $12 million were made from this Account. In addition, proceeds of $6. 8 million 
from sales of non-surplus property and equipment were credited to its Replacement 
of Materiel Account and defence expenditures of $4.6 million were made from this 
Account. Thus the totals shown on the Statement of Expenditure and Revenue for 
the year ended March 31, 1974, are not complete, and $356 million must be added 
to expenditure and $363 million to revenue to obtain the complete expenditure and 
revenue figures for the year which are $20, 395 million and $19, 730 million 
respectively. Because of the excess of receipts over expenditures recorded in the 
special accounts of the Department of National Defence, the budgetary deficit of 
$672 million, which as mentioned in paragraph 20 of this Report would have been 
$742 million, must be decreased by $7.5 million. 
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Summary of Appropriations, Expenditures and Unexpended Balances by Departments 


wine General comments. This Summary for the fiscal year ended March 31, 
1974, shows appropriations of $20,583 million, expenditure of $20, 039 million and 
unexpended balances of $544 million. 


Of the $20, 583 million of appropriations available for expenditure in the 
year, $10,090 million was provided by statutory authorities and $10, 370 million 
was granted by Appropriation Acts (Nos. 3, 4 and 5 of 1973 and No. 1 of 1974) 
while $123 million remained available from continuing appropriations of previous 
years. 


The $20, 039 million of expenditure is the net of total expenditure of $20, 304 
million less revenue of $265 million which was credited to appropriations under 
authority of Appropriation Acts which authorized departments to spend certain 
revenue received during the year. Not included in this figure is expenditure of 
$74 million from postal revenue, $12 million from the Department of National Defence 
Surplus Crown Assets Account and $4.6 million from its Replacement of Materiel 
Account. Gross expenditure was therefore $20, 395 million, of which $10, 181 million 
(50%) was incurred under statutory authorities and $10, 214 million (50%) was spent 
under the authority of appropriations granted for the year and continuing appro- 
priations of previous years. 


Of the $544 million of unexpended balances at the year-end, $492 million 
lapsed in compliance with section 30 of the Financial Administration Act and $52 
million pertaining to the following departments and votes remained available for 
expenditure in 1974-75 because of special vote wording: 


Department Vote Particulars Amount 
Agriculture (*CI9(0= 719) TTS Farm income maintenance 5525067 2000 
C1971= 727-15 Farm income maintenance 16, 000, 000 
(1972-73) 22L5 Farm income maintenance 17; 058, 000 
385120000 


External Affairs 
(1973-74) 25 International Food Aid 
Program 117981, 000 


Indian Affairs and 
Northern Development 
(1970-71) 35 Northern mineral development 


assistance grants Zot HOU 

C197 1=72)) 30 Northern mineral development 
assistance grants 1,600, 000 
1, 857, 000 
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Department Vote Particulars Amount 


Secretary of State 
CI968=09)"" 2b Construction or acquisition 
of buildings, works, land 
and equipment - National 
“Arts Centre $ 67,000 


$ 52,030, 000 


Summary of Revenue by Main Classification and Department 


23. Effect on revenue of crediting appropriations and special accounts 
with certain revenues. This Summary for the fiscal yearvended;March, 31,.1974, 
shows tax revenue accounting for $17, 133 million of the total revenue of $19, 367 
million. This total revenue figure, which includes $70 million in extraordinary 
items referred to in paragraph 20 of this Report, does not include revenue of 
$265 million which was credited directly to parliamentary appropriations under 
authority of certain Appropriation Acts, postal revenue of $74 million which was 
used to meet certain postal expenses under authority of the Post Office Act, R.S. ; 
c. P-14, and the proceeds from sales of surplus property and equipment of $17 
million and non-surplus property and equipment of $6. 8 million which were credited 
respectively to the Surplus Crown Assets Account and the Replacement of Materiel 
Account of the Department of National Defence. 


Statement of Assets and Liabilities 


y4il. Policy. The Statement of Assets and Liabilities as at March BAe LOLA. 
was prepared by the Receiver General on the same basis as in previous years, the 
following explanation concerning this basis being included in the introduction to 
the Public Accounts: 


With certain exceptions, taxes and revenues receivable, revenue 
and other asset accruals and inventories of materials, supplies and 
equipment are not recorded as assets (except when these are held as 
charges against working capital accounts) nor are public works and 
buildings or other fixed or capital assets. Following the principle that 
only realizable or interest - or revenue-producing assets should be off- 
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set against the gross liabilities, costs of capital works are charged to 
expenditures at the time of acquisition or construction. Consequently 
government buildings, public works, national monuments, military assets 
(such as aircraft, naval vessels, and army equipment) and other capital 
works and equipment are recorded on the statement of assets and liab- 
ilities at a nominal value of $1 as the value is not considered as a proper 
offset to the gross liabilities in determining the net debt of Canada. 


On the liabilities side, accrued liabilities (except for interest 
accrued on the Public Debt) are not taken into account in determining 
the obligations of the government. However, under section 30 of the 
Financial Administration Act, liabilities under contracts and other accounts 
payable at March 31 if paid on or before April 30 may be charged to the 
accounts for the year. These are recorded as accounts payable in the 
"current and demand liabilities" schedule to the statement of assets and 
liabilities. 


This explanation reflects a policy established by the Minister of Finance 
in 1920, that assets to be included in the Statement of Assets and Liabilities should 
be confined to those which are readily convertible or which are revenue-producing. 
The Minister immediately implemented this policy by removing from the Statement 
of Assets and Liabilities a substantial amount in loans, etc., which could not meet 
this test. 


In previous Reports (paragraph 19 in 1973) we have drawn attention to 
exceptions to this long-standing policy and their effect on the accounts of Canada 
including the understatement of the Deficit or the overstatement of the Surplus in 
the Public Accounts annually since 1958. The exceptions continued in 1973-74. 


The Deputy Minister of Finance referred in a memorandum on the subject, 
dated October 17, 1974, to the "Study of the Accounts of Canada", (see paragraph 25 
of this Report) and to the corrective action taken with respect to certain comments in 
previous Reports on financing capital assets of the Canadian Broadcasting Corporation, 
the National Capital Commission, the Northwest Territories and the Yukon Territory 
by means of loan appropriations. He stated that: 


The 1974-75 Main Estimates include a budgetary vote for financing C.B.C. 
capital expenditures. Capital expenditures subsequent to 1974-75 for the 
C.B.C., NCC Greenbelt, the Northwest Territories and the Yukon Territory 
are to be financed also by budgetary appropriations. Payments of principal 
and interest due after March 31, 1974 on the outstanding capital expenditure | 
loans of the C. B.C. and NCC Greenbelt have been deferred by Order in | 
Council until 1979, pending the write-off and deletion from the Accounts of 
Canada of the amounts owing on these loans. 
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25; Study of the Accounts of Canada. At a meeting of the Standing 
Committee on Public Accounts on November 29, 1973 the Secretary of the Treasury 
Board tabled a document entitled "Study of the Accounts of Canada". The Study 
is the responsibility of the Treasury Board and is being carried out jointly by staff 
of the Treasury Board, the Department of Finance and the Department of Supply and 
Services, under the following terms of reference: 


To study the purposes, principles and practices which should govern the 
form of the accounts of Canada, taking into account the practices of other 
governments, including 


2 the concept of a single consolidated fund, 

i the use of revolving funds, working capital advances and other 
special accounts, 

= the cash or modified cash basis of accounting, 

= the annual basis of most parliamentary appropriations, including 
the need for any limitation on commitments applicable to future 
years, 

a the vote structure, including the effect of allocation of costs 
between votes, cost recovery techniques and net voting, 

= accounting for assets and liabilities, 

= accounting for non-budgetary transactions, 


and such other matters as affect the fairness, completeness and accuracy 
of the information provided in the accounts. 


On October 1, 1974 we met with the Secretary of the Treasury Board and 
members of the interdepartmental steering committee to find out the present status 
of this Study. It is expected that a report will be available prior to the end of the 
current fiscal year. 


The Study among other things will take into consideration comments in 
previous Reports of the Auditor General under the following headings: 


a Effect on expenditure of crediting appropriations and special 
accounts with certain revenues. 

7 Effect on revenue of crediting appropriations and special accounts 
with certain revenues. 

= Statement of Assets and Liabilities - Foley. 

= Capital assets financed by loan appropriations. 

; Foreign exchange reserve accounts - Exchange Fund Account - 
Deficit. 

= Advances, loans and investments - Domestic - Loans to provincial 
governments - Special program assistance. 

= Advances, loans and investments - Domestic - Miscellaneous - 
Saint John Harbour Bridge Authority. 
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- Advances, loans and investments - Domestic - Miscellaneous - 
Indian Housing Assistance Account. 

= Weakening of parliamentary control. 

= Supplementing parliamentary appropriations. 

= Unpaid accounts carried forward to new fiscal year. 

= Revenue retained in revolving funds. 


The Secretary of the Treasury Board has indicated that the Audit Office 
will continue to be consulted on these and other matters included in the terms of 
reference. 


26. Comments in previous years' Reports not repeated. It is not 
deemed necessary to repeat in this Report certain comments from previous years' 
Reports since they are being considered in the Study mentioned in the preceding 
paragraph. 


These comments which are also applicable to this year appeared in the 
1973 Report under the following paragraph numbers and headings: 


Gan Capital assets financed by loan appropriations. 

Caos Foreign exchange reserve accounts. 

(is5 Weakening of parliamentary control. 

74, Supplementing parliamentary appropriations. 

Ts Unpaid accounts carried forward to new fiscal year. 

wie Revenue retained in revolving funds. 

2a. Valuation of Assets. Section 55 of the Financial Administration Act, 


provides that the Statement of Assets and Liabilities shall include such assets and 
liabilities as in the opinion of the Minister of Finance are required to show the fin- 
ancial position of Canada. Section 54 of the Act requires the Receiver General for 
Canada to maintain accounts to show such of the assets and direct and contingent 
liabilities of Canada and such reserves with respect thereto as in the opinion of the 
Minister of Finance are required to give a true and fair view of the financial position. 
The general principles followed by the Minister of Finance, in deciding which assets 
shall be included in the Statement, are outlined in paragraph 24 of this Report; 

they provide that the assets shall be limited to those which are'realizable or interest- 
or revenue-producing, 


Advances to the Unemployment Insurance Account are included among the 
assets under Social Security Accounts. The Statement says that all or part of these 
advances will have to be "recovered" by parliamentary appropriations. Of $1,719 
million advanced to the Unemployment Insurance Commission, $1, 164 million relates 
to benefits paid to the unemployed before March 31, 1974, but for which section 136 
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of the Unemployment Insurance Act, 1971, 1970-71-72, c. 48, provides the Commission 
is not to be reimbursed until 1974-75 and 1975-76; this portion will be considered 
expenditure of Canada in the same years. The balance of $555 million has been 
advanced to the Commission to cover its operating deficit. 


Advances, Loans and Investments - Domestic include $13, 634 million in 
loans to, and investments in, Crown corporations. This value reflects the amounts 
originally loaned or invested and has not been adjusted to reflect changes in equity 
over the years. In our opinion the Reserve for losses on realization of assets should 
include a substantial provision for this item alone since, apart from $238 million 
which the Statement caption states will likely be "recovered" from parliamentary 
appropriations, a number of the corporations--including the Canadian National 
Railways, the National Harbours Board and The St. Lawrence Seaway Authority-- 
have a history of deficits. In recent years, the Canadian National Railways has 
reported deficits of the order of $20 million annually; the amounts included in the 
Statement are $1, 235 million for preferred stock on which no dividend has been 
paid for many years and $1,545 million for loans. Loans to the National Harbours 
Board under this caption total $275 million; previous Reports (paragraph 24 in 1973) 
have pointed out that there is little prospect of the Board being able to meet its 
principal and interest obligations. Loans to The St. Lawrence Seaway Authority 
total $626 million. Interest payments in arrears increased from $72 million at 
March 31, 1970, to $147 million at March 31, 1974. As noted in previous Reports 
(paragraph 26 in 1973), it is extremely unlikely that the Authority will be able to 
repay its capital indebtedness. 


Advances, Loans and Investments - Domestic also include $121 million for 
loans to territorial governments which in the past have looked to the federal govern- 
ment for grants to balance their budgets, $119 million in loans to provinces for 
winter capital projects of which an estimated $55 million relating to associated labour 
costs is to be forgiven, $70 million invested in the Douglas Point nuclear power 
station whose annual revenues after six years of operation are still insufficient 
to cover depreciation or interest on the capital invested (see paragraph 25 in our 
1973 Report), and a number of lesser amounts to which previous Reports have also 
called attention. These include Indian housing assistance loans of $6. 7 million 
which are non-interest-bearing and subject to conditional forgiveness, advances 
and loans of $5.9 million to the Saint John Harbour Bridge Authority to enable it to 
pay interest and principal on other indebtedness to Canada and Emergency "loans" 
to fishermen of $1.4 million which no one has agreed to repay, (see paragraphs 28, 
29 and 32 of our 1973 Report). 


The Exchange Fund Account is included under Foreign exchange reserves 
at $5,466 million. As shown more fully in Notes to the Statement of Assets and 
Liabilities, the market value of the underlying assets at March 31, 1974, was 
$5,286 million leaving a deficit of $180 million, 
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Advances, Loans and Investments - External include $755 million loaned 
to developing countries. These loans are repayable over periods of up to 50 years 
and bear little or no interest. 


A reserve of $546, 000,000 for losses on realization of assets is deducted 
from the total of the assets listed in the Statement to arrive at net recorded assets. 
In view of the general principles followed by the Minister, the amount of this reserve 
might be expected to reflect the extent to which he considers that assets listed in 
the Statement have been stated at more than their realizable value. In fact the 
amount of this reserve has not changed since March 31, 1957. 


The Treasury Board has initiated a "Study of the Accounts of Canada" in 
conjunction with the Department of Finance and the Department of Supply and 
Services which will include a review of the basis on which assets should be valued. 
(See paragraph 25 of this Report. ) 


28. Accounts in arrears. The Statement of Assets and Liabilities includes 
a number of advance and loan accounts in which significant portions of the under- 
lying recoverable amounts are in arrears: 


Number of loans 
and balance at 
March 31, 1974 Arrears 


Advances, loans and investments - 
Domestic - Miscellaneous - 


Indian economic development 
account 1, 600 962 
$.u17, 26150008 a «$22,305,008 


Eskimo loan fund 90 48 
$ 825, 000 $ 189, 000 


Assisted passage loans $3249 5 tON wD 
$9437398, QO0 14S Bi S1Z2000 


29. Memorandum accounts receivable - General comment. Taxes and 
sundry accounts receivable are not recorded as assets in the Statement of Assets 
and Liabilities but information regarding these accounts at March 31, 1974, in 
comparison with the corresponding information at the close of the preceding year, 
is presented in the Comparative Statement of Accounts Receivable in section 30 of 
Volume II of the Public Accounts. This Statement shows a total of $740 million of 
which $28 million is classified as uncollectable. 
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Test examinations during the year indicated that in some departments the 
handling of accounts receivable continued to fall short of desirable standards, 
Comments on these departments and pertinent information with regard to their 
receivables appear in ensuing paragraphs. 


30. Accounts receivable - Department of Manpower and Immigration. 
The Department reported accounts receivable of $3, 974,000 at March 31, 1974, 
compared with $2,097,000 at March 31, 1973. The $1,877,000 increase is due in 
part to training allowances under the Canada Manpower Training Program which 
are paid before receipt of attendance records. 


Examination of accounts receivable disclosed delays by the regional offices 
in reporting overpayments for collection, and inadequate action by the Department 
on collection. The Department has since requested its regional offices to act more 
promptly. 


At March 31, 1974, the Department classified $1, 392,000 as uncollectable 
debts. Of $1,200,000 similarly classified at March 31, 1973, the Department had 
only deleted accounts totalling $137,000 as uncollectable in accordance with 
Treasury Board guidelines. 


Sit Accounts receivable - Department of National Defence. This 
Department reported accounts receivable of $28, 289,000 at March See Oe as 
This total does not include accounts totalling $3,100,000 for goods supplied 
and services rendered in 1973-74 which had not been invoiced during the year. 
It does include interdepartmental accounts totalling $308,000 paid in April 1974, 
and charged to 1973-74 appropriations of the departments concerned. These, 
and other minor errors, indicate that the total receivables shown for this 
Department in the Comparative Statement of Accounts Receivable in the Public 
Accounts have been understated by $2, 808, 000. 


The bulk of the following amounts has been outstanding for up to 10 
years: 


Bile MN alonsw mone cialerands ure ties iooae fc ok, acl $ 6, 801, 000 
International Commissions for 

Supervision and Control in 

Cambodia" Wacswands Viet-Nanie ls... ..05.0 ok 1, 434, 000 
MOSiStanGe tO“ PLOViNCesiN awit ntete rn poo Bh ek 904, 000 


The balance of $6,801,000 due from special funds of the United Nations 
represents costs incurred by the Department in participating in U.N. peacekeeping 
operations. Difficulties the U.N. encountered in collecting contributions from 
member states have prevented settlement. 
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The $1, 434,000 represents costs the Department incurred in serving on 
the International Commissions for Supervision and Control in Cambodia, Laos and 
Viet-Nam, until March 1973. The amount is owing to Canada from the fund known 
as the "Common Pool" established by the Geneva Conference on Indo-China. No 
payment has been received since 1963. We understand that the People's Republic 
of China discontinued its contributions to the "Common Pool", which is therefore 
unable to pay all of the costs for which it is responsible. 


The balance of $904, 000 reported as owing in respect of assistance to 
provinces comprises amounts owing by Newfoundland, Prince Edward Island, 
Nova Scotia, New Brunswick, Quebec, Saskatchewan and British Columbia for 
assistance in civil emergencies between 1958 and 1973. We understand that this 
matter is under consideration and that clarification of government policy in this 
area will probably be announced later this year. 


As stated in paragraph 41 of our 1973 Report the Department had 
introduced a program to reinstate control accounts, which had been discontinued 
in 1972, and to improve other internal control procedures. This program has now 
been implemented with the exception of one group of accounts related to contract 
refunds. In previous Reports we have also pointed out that it was not departmental 
practice to include in accounts receivable the debit balances in pay accounts of 
serving members of the Canadian Forces. This situation has now been corrected 
and the total amount reported includes $380,000, the total overpayments in 4, 708 
accounts at March 31, 1974. 
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COMMENTS BY THE AUDITOR GENERAL ON THE FINANCIAL STATEMENTS AND 
OPERATIONS OF CROWN CORPORATIONS AND OTHER AGENCIES AND ORGANIZATIONS 


en Crown corporations. The Auditor General is auditor of the following 
Crown corporations whose accounts and financial statements were examined for their 
financial years terminating during, or coinciding with, the fiscal year ended 
March 31, 1974: 


Atlantic Pilotage Authority 

Atomic Energy of Canada Limited 

Canada Deposit Insurance Corporation 

Canadian Arsenals Limited 

Canadian Broadcasting Corporation and subsidiary companies 
Canadian Commercial Corporation 

Canadian Dairy Commission 

Canadian Film Development Corporation 

Canadian Livestock Feed Board 

Canadian National (West Indies) Steamships, Limited 
Canadian Overseas Telecommunication Corporation 
Canadian Patents and Development Limited 
Canadian Saltfish Corporation 

The Company of Young Canadians 

Crown Assets Disposal Corporation 

Defence Construction (1951) Limited 

Eldorado Aviation Limited 

Eldorado Nuclear Limited 

Export Development Corporation 

Farm Credit Corporation 

Freshwater Fish Marketing Corporation 

Great Lakes Pilotage Authority 

Laurentian Pilotage Authority 

The National Battlefields Commission 

National Capital Commission 

National Harbours Board 

Northern Canada Power Commission 

Northern Transportation Company Limited and subsidiary company 
Pacific Pilotage Authority 

Royal Canadian Mint 

St. Clair River Broadcasting Limited 

The St. Lawrence Seaway Authority 

The Seaway International Bridge Corporation, Ltd. 
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The Auditor General is also the auditor of Uranium Canada, Limited but 
it has not submitted financial statements to him for examination for the year ended 
March 31, 1974. (See paragraph 44 of this Report. ) 


The Auditor General is not the auditor or the joint auditor of the following 
Crown corporations and public instrumentalities: 


Air Canada 

Bank of Canada 

Canadian National Railways 

The Canadian National Railways Securities Trust 
The Canadian Wheat Board 

Cape Breton Development Corporation 

Central Mortgage and Housing Corporation 
Industrial Development Bank 


33. Capital budgets of Crown corporations not tabled in Parliament. 
Section 70(2) of the Financial Administration Act requires that: 


For each corporation the appropriate Minister shall annually lay before 
Parliament the capital budget for its financial year approved by the 
Governor in Council on the recommendation of the appropriate Minister, 
the President of the Treasury Board and the Minister of Finance. 


The approved capital budget of the Canadian Broadcasting Corporation 
for the year ended March 31, 1973, referred to in last year's Report (paragraph 45) 
was laid before Parliament on February 26, 1974. Although the approved capital 
budgets of the National Harbours Board and The St. Lawrence Seaway Authority 
for the year ended December 31, 1972, also referred to last year, have not been 
laid before Parliament, those for the year ended December 31, 1973, were laid before 
Parliament on May 7, 1973 and May 15, 1973 respectively. 


The capital budget of Export Development Corporation for the year ended 
December 31, 1973 was approved by the Governor in Council on November 22, 1973 
but has not been laid before Parliament. We have been informed that steps are being 
taken to table this budget together with the same for the year ending December 31, 
1974, which was approved by the Governor in Council on May 30, 1974, during the 
current session of Parliament. (See also paragraph 34 of this Report relating to 
Pilotage Authorities. ) 


34. Pilotage Authorities. All four pilotage authorities--Atlantic, 
Laurentian, Great Lakes and Pacific--did not comply with section 28 of the Pilotage 
Act, 1970-71-72, c.52, requiring each Authority to submit to the Minister, before 
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the fifteenth day of February in each year, a statement of its activities and finances 
for the previous calendar year. The reporting date comes too soon after the close 
of the fiscal year for the Authorities to prepare their annual reports. Consideration 
should be given to amending the Pilotage Act to give the Authorities the same time 
period as provided to other Crown corporations by section 75(3) of the Financial 
Administration Act which allows three months after the end of each financial year 
for submitting annual reports. 


The four Authorities also failed to comply with section 70(2) of the Financial 
Administration Act that requires the capital budget of each corporation for each fin- 
ancial year to be approved by the Governor in Council on the recommendation of the 
appropriate Minister, the President of the Treasury Board and the Minister of 
Finance and laid annually before Parliament by the appropriate Minister. 


As a result of an investigation of purchasing and contracting procedures 
of the Atlantic Pilotage Authority initiated by the Minister of Transport in November 
1973 and conducted by departmental officials, the Minister in March 1974 requested 
the Authority to take immediate corrective action on the serious short-comings 
disclosed by the investigation. Deficiencies were noted in the tendering procedures 
of the Authority in awarding two contracts for pilot boat services. Acceptable pro- 
cedures in regard to the receipt and opening of tenders were not followed and the 
terms of the contracts awarded deviated significantly from the tender specifications. 
One contract was awarded within a conflict of interest situation involving two 
Members of the Authority. The Authority has given its assurance that a manual of 
procedures is being prepared and that, in the interim, the tendering procedures 
prescribed by the Treasury Board for government departments will be followed. 


35. Unusual loss on a partnership operation. In previous years 
(paragraph 46 in 1973) we have reported on the investment of $1.6 million by 
the Canadian Broadcasting Corporation in a wholly-owned subsidiary company, 
St. Clair River Broadcasting Limited (St. Clair), which in turn had entered into 
a partnership agreement with a private company to purchase Windsor television 
station CKLW with effect from March 1, 1970. St. Clair's investment in the 
partnership, a one-quarter interest, had been impaired by operating losses of 
the television station since its acquisition. 


By March 31, 1974, St. Clair's share of the $8, 430, 000 accumulated loss 
of the television station was $2, 107,000 which was $270,000 more than the $1, 837, 000 
it had invested in the partnership. During the same period St. Clair also absorbed 
interest costs of $913,000 on its partner's notes and administration expense of $14, 000, 
while earning investment income of $508,000, including $460, 000 interest on cash con- 
tributed to the partnership. Its loss to March 31, 1974, thus amounted to $2, 526, 000. 


The equity of the Canadian Broadcasting Corporation in St. Clair has 
therefore been reduced from $1.6 million at March 1, 1970, to a deficiency of 


on 


$926, 000 at March 31, 1974. No provision for this loss has been made in the 
accounts of the Corporation but attention was drawn to it in a note to the 
Corporations's financial statements at March 31, 1974. 


In accordance with the partnership agreement, St. Clair is required 
by May 31, 1975, to purchase its partner's share at cost, $3,750,000, plus interest, 
and the partner's share of any accrued profits to date of sale (there being none to 
March 31, 1974). On February 28, 1974, St. Clair gave notice of this intention 
and the purchase was completed in June 1974. Consequently, the Corporation will 
absorb the full amount of the loss ($8, 430,000 to March 31, 1974) incurred in 
operating the television station. 


36. Improper retention of public money. Our 1972 Report (page 53) 
reported that the Canadian Commercial Corporation retained proceeds of sale of 
aircraft to a foreign country contrary to section 11 of the Financial Administration 
Act which requires that all public money be deposited to the credit of the Receiver 
General. These funds are being applied towards the acquisition of other aircraft 
and related materiel and services required by the Department of National Defence. 
At March 31, 1974, the Corporation still held $5, 683,000 of total receipts of 
$37, 633, 000 which included $1,530,000 in interest earned on funds invested. (See 
also paragraph 79 of this Report. ) 


Sia Reduction of contract cost over-run by application of revenue. 
Our 1973 Report (paragraph 47) drew attention to an exception to the Canadian 
Commercial Corporation's policy of paying its miscellaneous income into the Con- 
solidated Revenue Fund annually, a policy resulting from the Corporation's 
dependence on parliamentary appropriations. We pointed out that receipts of 
$2,724, 000 which should have been paid into the Consolidated Revenue Fund were 
applied instead to the cost over-run on a large ceiling-price aircraft contract 
entered into with a foreign government before completion of negotiations with the 
suppliers. 


The Corporation took no action in 1973-74 to refund the $2, 724,000 and the 
cost over-run continues to be understated by this amount. Our report to the Min- 
ister of Supply and Services on the examination of the Corporation's accounts for 
the year ended March 31, 1974, was qualified to the effect that the cost over-run 
should have been reported as $5,095,000. This amount was $430,000 less than 
reported last year because of costing adjustments. 


The Corporation remains of the opinion that the accounting treatment which 


it adopted is appropriate to the circumstances. This is a matter which clearly requires 
resolution by the appropriate authority and we shall pursue this objective. 
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38. Irregular charge to Canadian Livestock Feed Board Account. The 
Canadian Livestock Feed Board Account was established by section 16(3) of the 
Livestock Feed Assistance Act, R.S., c. L-9; The Account is to be charged with 
the cost of feed grain purchased in specified parts of Canada, and credited with 
the proceeds of disposal. 


During the year the Account was charged with special price assistance 
payments totalling $822,000. This amount was paid to offset increased costs of 
livestock feeders who were forced to purchase feed grains at higher than normal 
prices, because disruption of rail services in British Columbia cut off their 
regular sources of supply. The Account could not be properly charged with this 
amount since it did not relate to feed grain purchased by the Canadian Livestock 
Feed Board, Our report on the Board's financial statements for the year ended 
March 31, 1974, was qualified accordingly. 


A parliamentary appropriation will have to be sought to reimburse the 
ACCOM TL, 


Although the Board acknowledges that these payments were not eligible 
to be charged to the Account, it points out that they were made to meet an emergency 
situation and were consistent with its objects of ensuring the availability, and 
reasonable stability in the price, of feed grain in Eastern Canada and British 
Columbia. 


39. Amount borrowed from outsider to finance a National Harbours 
Board capital project. Paragraph 51 of our 1973 Report referred to an agreement 
dated July 13, 1972, under which the Province of New Brunswick was to finance 
construction by the National Harbours Board of a new terminal at Saint John estimated 
then to cost $21 million. The Province's investment is repayable, with interest, 
from net revenues of the terminal and of the existing terminal at Pier 1, as determined 
by the Board after consultation with the Province, during the period July 1, 1973, 
to June 30, 1993, or by the Board exercising its right to repay the Province its 
investment at any time. This method of financing, which calls for repayment of the 
amount invested by the Province over an extended period, should have been 
authorized by Parliament as the Board, on its own authority, has the right to borrow 
only up to $1 million and only from the Minister of Finance to meet short-term work- 
ing capital requirements. Long-term borrowings are provided for by parliamentary 
appropriations authorizing advances to the Board to meet its annual capital expend- 
itures. 


The text of Transport Vote L90 in 1973-74, Appropriation Act No. 4, 1973, 
1973-74, c. 16, reads as follows: 


Advances to the National Harbours Board, subject to the provisions of 


Section 29 of the National Harbours Board Act, to meet capital expend- 
itures applicable to the calendar year 1973 
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The amount authorized is net after deducting funds available from the Board's own 
resources and other funds such as the $7,109,000 advanced in the year by the 
Province under the above-mentioned agreement; however, no details are shown 
in the Estimates. 


Our report to the Minister of Transport on the audit of the Board's accounts 
for the year ended December 31, 1973, pointed out that the Board lacked authority 
to borrow from the Province. 


The Board in its 1975-76 Estimates proposes to identify the amount to be 
advanced by the Province and to seek parliamentary authority in the Vote to obtain 
outside financing with respect to the new terminal. 


40. National Museums of Canada - Grants and contributions. Secretary 
of State Vote 90, Appropriation Act No. 4, 1973, 1973-74, c. 16, provides for grants 
and contributions of $7,742,800. This amount includes $7, 695,000 for contributions 
to eligible museums in Canada for the improvement of collections and displays, and 
for contributions to museums and other institutions and organizations in Canada for 
training and development of persons in the museum fields, 


The total amount disbursed during the year was $7, 540, 400 including 
$7,464, 600 for contributions which in most cases were made in advance of need 
rather than for reimbursement of expenditure as is usual when contributions are 
made. 


The Treasury Board requires that when contributions involve reimbursements 
to recipients, agreements may allow for the making of progress payments or account- 
able advances. Since the Corporation's agreements with the recipients did not provide 
for such advances, they must therefore be regarded as having been made without the 
proper authority. Nevertheless, they will have to be accounted for by expenditures 
at some future date. 


Our review of the 1972-73 contributions amounting to $4, 496, 400 showed 
that an accounting had been received from recipients of contributions totalling 
$1,592,700 who reported expenditures of $386, 500, indicating an unrecorded 
receivable of $1, 206,200 at March 31, 1974. No accounting had been made with 
respect to the balance of contributions totalling $2,903, 700. 


This matter was referred to in our report to the Chairman of the Board of 
Trustees on the Corporation's financial statements for the year ended March 31, 
1974, We have made certain recommendations to the Corporation on this matter. 
Positive action is being taken to clear it up and to develop new policies and pro- 
cedures for the future. 


40 


41. Unauthorized charge to National Museums Special Account. When 
authorizing a grant to the University of Toronto Press, provided for in Supplemen- 
tary Estimates (A) 1973-74, the Treasury Board stipulated in October 1973 that no 
further proposals of this type, which was to cover the deficit on a certain publication, 
would be considered until the broader issue of the use of Information Canada services 
had been explored and satisfactorily resolved. We have seen no evidence that this 
matter has been resolved. 


Notwithstanding the views expressed by the Treasury Board when approving 
the grant to the University of Toronto Press, we noted that the Corporation later 
made payments totalling $10,000 to another publisher to cover deficits with respect 
to two of his publications. These payments were, in our view, grants that required 
parliamentary approval and were therefore unauthorized charges to the National 
Museums Special Account. Our report on the Corporation's financial statements for 
the year ended March 31, 1974, was qualified accordingly. 


The Corporation considers that such payments can be made pursuant to 
section 10(3) of the National Museums Act, R.S., c. N-12, which provides for the 
Account to be charged with such amounts as are authorized by the Board of Trustees 
to be expended for the acquisition or publication of materials related to the purposes 
of the Corporation, 


42. Royal Canadian Mint profits not transferred to revenues of Canada. 
Pursuant to section 21 of the Royal Canadian Mint Act, R.S., c. R-8, the Mint has 
established from profits a reserve for losses of $1,000,000. This section provides 
that once such a reserve has been established the profits in any calendar year 
shall be applied to revenues of Canada. 


As at December 31, 1973, the Mint recorded a current liability of $4, 013, 700 
due to Canada in respect of profits earned to that date which should be applied to 
revenues of Canada. This amount can only be paid over by cash borrowings since 
it is being used to meet operating requirements. Long-term borrowings are covered 
by section 18 of the Act which states: 


18. (1) At the request of the Mint and on the recommendation of the Minister, 
the Minister of Finance may, out of the Consolidated Revenue Fund, make 
loans to the Mint on such terms and conditions as are approved by the 
Governor in Council for the purposes of 


(a) meeting establishment and operating expenses of the Mint, in 
amounts not exceeding in the aggregate five million dollars; and 


(b) financing the costs of capital projects that are approved by the 
Governor in Council. 


4] 


(2) The total amount outstanding at any time of loans made under sub- 
section (1) shall not exceed thirty-five million dollars. 


Until the Mint uses this authority, the revenues of Canada will be under- 
stated by the excess profits being retained by the Mint. This matter has been 
considered by the Mint, and the amount of $4,013, 700 will be transferred in 1974-75. 


43. Royal Canadian Mint inventories. Unprecedented demand for 
Canadian coinage in 1973 resulted in numerous uncompleted coin orders at 
December 31, 1973. Notwithstanding section 24(2) of the Royal Canadian Mint 
Act, R.S., c. R-8, which requires the Auditor General to inspect the inventories 
of stores and metals of the Mint at least once in each year, Mint officials deemed 
it not in the public interest to undertake a physical stocktaking at that time since 
it would result in a loss of production. Accordingly, the Auditor General agreed 
to postpone his inspection of inventories in the coin-producing divisions until 
March 31, 1974. 


The inspection was completed on March 29, 1974. The Master of the Mint 
wished to table the financial statements and the Auditor General's report thereon 
as soon as possible after that date. That meant there was not enough time to 
reconcile the results of our inspection with the records of the Mint for inventories 
of metals and work in progress owned by the Mint and for silver bullion owned by 
the Department of Finance and others at December 31, 1973. As a consequence the 
Auditor General's report to the Minister of Supply and Services dated April 10, 
1974, was qualified to this effect. 


We now report that the reconciliations have been completed and that the 
inventories are presented fairly in the financial statements at December 31, 1973. 


44, Uranium Canada, Limited financial statements not issued. Since 
the incorporation of Uranium Canada, Limited in June 1971, pursuant to section 10 
of the Atomic Energy Control Act, R.S., c. A-19, the Company has acted as an 
agent of the Crown for acquisition and future sale of a joint stockpile of uranium 
concentrates under an agreement with Denison Mines Limited. 


By December 31, 1973, Uranium Canada, Limited had recorded the cost of 
the joint stockpile in its accounts at $26 million, representing 5, 673, 904 pounds of 
uranium concentrates which had been stockpiled and committed for delivery to Spain. 
In April 1974 Denison Mines Limited reported that the entire stockpile had been 
shipped in 1973 to two facilities in the United States for assay tests and conversion 
to uranium hexafluoride before delivery to Spain. Denison Mines Limited received 
an inventory certificate from the conversion processor showing 4, 169, 643 pounds 
of uranium converted or to be converted. An inventory certificate was not obtained 
from the assayer who was understood to be holding 1,501, 191 pounds. 
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The Board of Directors of Uranium Canada, Limited decided that an indepen- 
dent verification of the entire inventory was required before the financial statements 
for the year ended December 31, 1973, could be released. An examination of the 
inventory was made in September 1974, but the financial statements have not been 


released, 
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VI 
OBSERVATIONS BY THE AUDITOR GENERAL REPORTED IN ACCORDANCE WITH THE 
REQUIREMENTS OF SECTION 61(1) (a) TO (f) OF THE FINANCIAL ADMINISTRATION 
ACT 


Section 61(1) (c) any appropriation was exceeded or was applied to a purpose or 
in a manner not authorized by Parliament. 


45. Canadian Forces Base Summerside, P.E.1!. In paragraph 59 of 
our 1973 Report we referred to the conclusion reached late in 1969 by the 
Department of National Defence that, with the phase-out of the Neptune maritime 
patrol aircraft, the remaining operational activities of CFB Summerside should 
be transferred to other Canadian Forces bases and that this Base should be closed 
in 1970, resulting in an annual saving in excess of $6 million. Although the 
Government had announced in December 1969 that because of economic consider- 
ations the Base would not be closed before March 31, 1973, it advised the House 
on March 23, 1972, that the Base was to be retained in its present role. 


Initially the Treasury Board approved an increase of $6.7 million in the 
Department's budgetary ceiling to meet the additional cost involved in 1971-72 and 
1972-73, and for 1973-74 the ceiling has been increased to $7.5 million. We must 
therefore point out again that, to the extent additional costs are incurred in keeping 
the Base open over the costs that are necessary for the fulfilment of the function of 
the Department of National Defence, the appropriations of that Department are being 
applied to a purpose not authorized by Parliament. 


The Department remains of the opinion that expenditure for the operation 
and maintenance of CFB Summerside is an appropriate charge to its appropriations. 


46. Subsidization of local transportation by the Post Office Department. 

-In paragraph 62 of our 1973 Report we noted that the Post Office Department did 

not implement a recommended improvement in arrangements for transporting mail 

between Kenora and Fort Frances that would have saved the Department $11, 500 

annually because loss of the contract by a bus company would have an adverse 

effect on public transportation services for residents of the communities. The 

unrealized saving constituted subsidization of public transportation, an activity 

not within the scope of the Post Office INCEST Oon NICe i= AY 


There was no change in the situation during the year. The Department 
continued to subsidize public transportation for residents of the communities, and 
‘it advises us that it has the matter under study. 
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47. Improper charge to 1973-74 appropriation. In late March 1974 a 
member of the Post Office departmental headquarters visited firms with which it had 
entered into contracts for supplying motor vehicles. Completed vehicles on hand 
at the plant, or those recently shipped to dealers at the point of delivery as evidenced 
by shipping documentation, were accepted on behalf of the Postmasters to whom they 
were consigned. On April 1, 1974, Post Office headquarters sent telex messages 
informing departmental transportation officials in all regions which of the vehicles 
had been accepted on their behalf prior to March 31, 1974, The contracts specified 
that the vehicles were to be consigned f.o.b. to the consignees in various locations 
throughout Canada. Final acceptance of the vehicles by the Postmasters was subject 
to the vehicles being complete and serviceable and any damage in transit being 
repaired. 


The Department charged Post Office Vote 5 with $748, 000 for vehicles 
which were delivered subsequent to April 1, 1974. This is contrary to the pro- 
visions of section 30 of the Financial Administration Act, which permits payments 
in April only for goods received before fiscal year-end or of amounts payable under 
contract. 


48. Working capital advance exceeded. Public Archives Vote 529, 
Appropriation Act No. 6, 1956, 1956, c.32, established the Central Microfilm Unit 
Revolving Fund for producing, processing or dealing in microfilm and authorized 
advances for this purpose which may not exceed $80, 000. 


Examination of the Fund's accounts and records during the year disclosed 
that the authorized amount was exceeded during the last nine months of the year. 
At March 31 the amount outstanding was $142,000. (See section 23 of Volume II 
of the Public Accounts. ) 


The Department is seeking additional authority in the Estimates for the 
year ending March 31, 1975, to increase the amount that may be outstanding at 
any time. 


49, Irregular charge to 1973-74 appropriation. On March 28, 1974, the 
Treasury Board approved a joint submission from the Department of Public Works 
and the Department of Transport requesting authority to purchase two adjoining 
parcels of land in Cornwall, Ont., as a site for Transport's Training Institute 
and Air Traffic Control Simulation Centre. In April 1974 cheques totalling $642, 000 
payable to the vendors were drawn by Public Works and charged to a 1973-74 
appropriation of Transport. As the Government Land Acquisition Regulations 
prohibit payment for land before delivery of a title satisfactory to the Deputy Minister 
of Justice, the cheques were forwarded to that Department on May 7, 1974, and 
retained until the titles were obtained. The cheques were released on the closing 
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dates of May 31, 1974, and June 28, 1974, The charging of these land acquisition 
costs to a 1973-74 appropriation was contrary to section 30 of the Financial Admin- 
istration Act which provides for payment only during the 30 days following the end 
of the fiscal year, and only 


....for the purpose of discharging a debt payable for work performed, 
goods received or services rendered prior to the end of the fiscal year 
or payable under any other contractual arrangements prior to the end 

of that year. i... 


Section 61(1) (d) an expenditure was not authorized or was not properly vouched 
or certified. 


50. Overpayments of adjustment assistance to Ugandan refugees. 
Payments of $824, 000 were made to Ugandan refugees under the adjustment assist- 
ance program of the Department of Manpower and Immigration from October 1972 
to March 1974. An examination of Canada Manpower Centres disclosed serious 
deficiencies at the Howe Street Centre, Vancouver, in administering the program, 
resulting in numerous improper payments. The Centre calculated these payments 
to be $188,500 for 332 refugees. 


The following errors were noted at this Centre: 


(a) Adjustment assistance was not terminated when applicants found 
permanent employment. 


(6b) Payments were made to refugees without adequate investigation 
of personal funds on arrival or of funds subsequently transferred. 


Key Payments were made for accommodation, furniture and clothing 
when refugees were no longer indigent. 


(d) Adjustment assistance was paid in addition to Canada Manpower 
Training Program allowances. 


(e) Payments continued in respect of refugees for whom responsibility 
had been transferred to another Centre in Vancouver, resulting in 
duplicate payments. 


The Department initiated various steps to correct these weaknesses 
including transfer of staff, an internal post-audit and issuance of instructions at 
the Centre to prevent a recurrence. As a result of our test examination, the Depart- 
ment requested a special audit by Audit Services Bureau of the Department of Supply 
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and Services. The Bureau could not express an opinion on the accuracy of the 
amount of improper payments calculated by the Centre. 


By August 15, 1974, recovery action had been taken only in two cases 
involving $2,876 where misrepresentation had been established. The Department 
has advised us that recovery action is continuing in respect of all overpayments 
that can be established. 


A departmental management review of the Immigrant Adjustment Assistance 
Program completed in September 1974 recommended the development of separate 
policies to deal with refugee movements, taking into account the special requirements 
of refugees. This recommendation is under consideration by the Department. 


51. Ex gratia payments to members of the Canadian Forces. In 
February 1972 more than 400 members of the Canadian Forces suffered losses Or, 
or damage to, personal property in two fires at Canadian Forces Base St. Jean, 
Que. Claims totalling $163,000 were filed with the Department of National 
Defence. Claims, or portions thereof, totalling $23,500 were paid in 1972-73 under 
the authority of article 210. 01 of the Queen's Regulations and Orders for the 
Canadian Forces which authorizes compensation for certain specified articles not 
issued as materiel, but necessary for performance of the duties of an officer or 
man. 


Article 25. 31 of the Regulations (deleted April 17, 1973) stated that the 
Department did not assume any responsibility except as provided in article 210. 01 
for loss of, or damage to, private property and personal belongings, if attributable 
to the ordinary risks of civil life. The Department sought and obtained the 
opinion of the Department of Justice in March 1973 to the effect that the Crown was 
not legally liable for the remaining claims. 


Although a request for authority to compensate on an ex gratia basis was 
discussed with Treasury Board officials it was not proceeded with. The Board 
considers an individual responsible for insuring his personal effects against loss 
by fire and requests for exceptions to this policy are invariably disallowed. The 
Department therefore decided to pay the remaining claims under the authority of 
article 210. 05 of the Regulations which reads: 


In the case of loss or damage for which compensation is not otherwise 
payable under QR&O, the Minister may, notwithstanding anything in 
this section, authorize the payment of such reasonable compensation 
as he considers appropriate, having regard to the circumstances. 


It is the opinion of departmental legal officers that by virtue of this article, 
issued under the authority of the Governor in Council, the Minister of National 


48 


Defence has considerable discretion in awarding compensation and that such 
discretion amounts to a delegation of authority by the Governor in Council to the 
Minister to grant ex gratia payments within the context of the Regulations. 


The payments in 1973-74 totalling $139,500 were not identified as ex gratia 
by the Department and those in excess of $100 have not been listed in the Public 
Accounts as requested by the Public Accounts Committee in its Second Report 1961 
(concurred in by the House of Commons on April 26, 1961). Furthermore, authority 
to make ex gratia payments vests in the Governor in Council and may not be 
delegated. Accordingly the exercise of this authority by the Minister is in our 
opinion questionable. 


The Department recognizes that these ex gratia payments should have been 
reported in the Public Accounts, but maintains that the Minister has the delegated 
authority to make these payments. 


Section 61(1) (e) there has been a deficiency or loss through the fraud, default or 
mistake of any person. 


BZ: Losses through fraud or default. During the year 83 such losses 
totalling $108,707 were noted, of which $35, 409 was recovered leaving net losses 
of $73,298. These are summarized as follows: 


Initial 
Number loss Recoveries Net loss 
CommuUniCatonsSm At y= 54 Se, il $ LTA Gta 2 74 $ -- 
Consumer and Corporate 
OTE OINS a aria he ER a ae fe 200 = 200 
Ea vivonment: 5 06) 1! i 25.230 —— EV SX) 
National’ Defence: «.., bys TOS747 is Alay 2. 380 
National Revenue - 
Gustoms and) Excise ». 5 1,200 49 172151 
JD yaNerels rich ht wages eae 3 235 a= 238 
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Solicitor General - 
Royal Canadian Mounted 
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sa SOx timpene wie eat th i 13,601 (AS etoMl LIts2720 
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83 Oy L0G 00.0. ¢ $ 35,409 $ 73,298 
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Losses caused by default or neglect of postal employees are chargeable 
to the Post Office Guarantee Fund and losses suffered by reason of defalcations 
or other fraudulent acts or omissions of public officers in other departments are 
chargeable to the Public Officers Guarantee Account. 


53. Loss of public property at international philatelic exhibition. The 
Post Office Department participated in an international philatelic exhibition at Munich, 
West Germany, in May 1973. After the exhibition it was discovered that philatelic 
items estimated to be worth $62,000 and projection equipment costing $1, 100 had 
disappeared. 


Thirteen panels containing valuable philatelic displays had been placed in 
a relaxation area. Twelve were used for the display of Information Canada posters 
without removing the philatelic items. The remaining panel was left lying loose 
behind an enclosure formed by several hinged panels. When the exhibit was being 
dismantled it was discovered that the philatelic items were missing from the 
display frames on two panels used for posters and that the loose panel was also 
missing. 


The projection equipment, on loan from Information Canada, was not 
required for the exhibition and was returned with empty packing cases to the 
company responsible for the handling and storage of shipping containers. When 
the containers were brought back for re-packing it was discovered that the equipment 
was missing. The shipping company disclaimed responsibility for the loss as it 
maintained that the Post Office had not declared the nature and value of the contents 
of the case containing the equipment. 


Although the losses were discovered on May 21, 1973, it was not until 
June 14, 1973, that the Department formally notified the Royal Canadian Mounted 
Police and German exhibition officials of the losses. 


Responsibility for the losses has not been determined, but we have been 


advised that the Department has established a committee to review the situation 
and make recommendations. 


50 


Vil 


OTHER CASES THAT THE AUDITOR GENERAL CONSIDERS SHOULD BE BROUGHT 
TO THE NOTICE OF THE HOUSE OF COMMONS IN ACCORDANCE WITH SECTION 
61(1) OF THE FINANCIAL ADMINISTRATION ACT 


54. Taxation of recaptured capital cost allowance with respect to 
vessels sold. Previous Reports (paragraph 83 in 1973) referred to provisions of 
the Income Tax Act, R.S. 1952, c. 148, (section 13 of 1970-71-72, c. 63) whereby 
a company which ordinarily becomes liable for income tax on the excess of the 
amount realized on the sale of a vessel over its book value (for taxation purposes ) 
in lieu of paying the tax, could deposit an equivalent amount with the Department of 
Industry, Trade and Commerce. All or part of the deposit could be paid out to or 
on behalf of any person who, under conditions satisfactory to the Minister of that 


Department, acquired a replacement vessel or incurred conversion costs before 
1974, 


We drew attention to cases where funds on deposit were released to parties 
other than the original depositors, upon fulfillment of appropriate conditions for 
ship construction or conversion. The usual practice had been for the party under- 
taking the construction or conversion of a vessel to receive approximately one-third 
of the funds and the original depositor to recover the balance. We questioned the 
effectiveness of the legislation in stimulating ship construction or conversion when 
such a small portion of the funds placed in escrow accrued to the benefit of persons 
having vessels constructed or converted. We also noted that a report had not been 
made to the House by the Minister of Industry, Trade and Commerce on the operations 
under the legislation and on its effectiveness, although we understood that such a 
report was planned. 


The program continued to December 31, 1973, at which time the deposits 
held by the Department had been reduced from $8, 366, 000 at March 31, 1973, to 
$306, 000. 


Section 13 (subsections 19 and 20) of the Act provides that any deposit 
or part of a deposit not paid out before 1974 shall be paid to the Receiver General 
and form part of the Consolidated Revenue Fund, or may be refunded to the 
taxpayer in which case the applicable amount of the proceeds would be added to 
his income for the taxation year in which the vessel was sold. 


The Minister of Finance has announced his intention to amend section i3 
of the Act to enable taxpayers to acquire replacement vessels during 1974. In the 
meantime no action has been taken by the Department of Industry, Trade and 
Commerce with respect to deposits held at January 1, 1974, 
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55. Local Initiatives Program. Manpower and Immigration Vote 10 
provided $162 million for payments under the Local Initiatives Program, of which 
$142, 874, 000 was disbursed during the year. Objectives of the Program, as in 
previous years, were to reduce unemployment and to contribute to the betterment 
of communities. The following changes and clarifications were made in the criteria 
and arrangements for the Program: 


= projects providing services which by their nature and objectives 
could have created undue community hardship when discontinued 
at the end of the contractual period were not to be considered unless 
evidence was provided that the sponsors had sufficient financial 
resources or had arranged for financial support to continue the 
services; 


= flexibility in starting and finishing times for projects was intro- 
duced and the program was widened to allow corporations and. 
profit-making groups to submit projects of a non-profit nature 
which met the other criteria of the program; 


= Members of Parliament were invited to set up Constituency Advisory 
Groups to advise on the order of precedence in which they considered 
proposed projects should be implemented. Where the Groups were 
not set up the Department was to carry out the selection function in 
consultation with the local Member of Parliament; 


5 the skills required for the project had to be available from the 
unemployed in the community where the project was carried out; 


5 sponsors and employees of projects had to be Canadian citizens 
or landed immigrants and a sponsor working on a project was not 
allowed to employ any member of his or her immediate family; 


a wage rates were not to exceed the locally prevailing rates for each 
occupation and the contribution to the wages of the sponsor or 
project manager was restricted to the lesser of the actual wages 
paid or $125 per week; 


- no project sponsor or employee could receive wages concurrently 
from more than one project; 


a proposals which were competitive with or parallel to existing means 
of providing goods or services within the community were not 


acceptable; 


r. proposals were to be capable of rapid implementation after signing 
of the contract approving the project; 
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r any portion of a project which was sub-contracted was to be charged 
to other costs. A contribution to wages was not to be made in respect 
of workers employed by sub-contractors as they were not employees 
of the sponsor; 


; proposals would not be accepted if they could have been financed 
without assistance from the program; 


5 the allowance for other costs was increased to $20 per man-week; 
and 


= the maximum federal contribution per project was reduced to 
$75, 000. 


Under the 1973-74 Program 3, 398 projects were approved, compared with 


5, 856 projects under the previous Program. 


Our test examination of departmental expenditures, covering both the 


1972-73 and 1973-74 Programs, included a review of project records and reports 
of the Audit Services Bureau of the Department of Supply and Services. The 
following weaknesses in the Local Initiatives Program were also referred to in our 
Reports for the years 1972 and 1973. 
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The Audit Services Bureau qualified or denied an opinion on a substantial 
number of projects because of poor accounting records and inadequate 
documentation. Our test examination of their reports on 382 projects under 
the 1972-73 Program, showed this to be the case in respect of 100 projects. 


The Department extended to March 31, 1974, from November 30, 1973, 142 
projects approved under the 1972-73 Program, for an additional amount 
of $2,743,000. In the case of four projects these and earlier extensions 
resulted in the projects exceeding the $200,000 maximum per project 
permissible under the criteria and guidelines of the 1972-73 Program. 


Improvements of privately-owned property were financed in whole or in 
part from funds provided under the Program. The Department advised us 
in December, 1973, that this observation was the subject of an investigation, 
and that improvement of private property was being limited to municipal 
property used by the public. Our examination disclosed that payments in 
respect of the improvement of private property continued to be made: 


Cap Estcourt, Que. Comments in our past two Reports indicated that 
substantial gains could accrue to individual members of a non-profit 
organization in the event of disposal of assets and surrender of char- 
ter. During the three years of the Local Initiatives Program, projects 
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approved for this organization amounted to $607, 000 of which $74, 300 
was approved under the current Program. 


(b) St. Eustache, Que. A project for $10, 000 to improve a ski hill on 
property owned exclusively by the sponsor was originally rejected 
as being improvement to privately-owned property. This project 
was subsequently approved without explanation. A letter on file 
from the sponsor gave the right of use of the land to the project for 
ten years. However, the sponsor reserved the right to sell the 
property at any time. During the past three years, projects 
approved for this organization amounted to $37, 200. 


On October 24, 1974, the Deputy Minister of Manpower and Immigration 
advised us as follows: 


The policy of the Department is to fund projects which provide 
employment and contribute to the betterment of the community. 
Projects which would indirectly result in an improvement to the 
property of a municipality or non-profit organization may be 
approved. Projects which would enhance the value of private 
property are not approved unless there is a potential benefit to 
the community which would outweigh any marginal benefit to the 
property owner. 


4, Investigation by the Royal Canadian Mounted Police of possible fraudulent 
or irregular practices was initiated during the year in connection with 19 
projects, compared with 20 in the previous year. 


The Department did not issue adequate instructions and lacked an organized 
system to control or follow-up with respect to the following matters: 


ilk Comments raised in reports of the Audit Services Bureau, which were 
forwarded to the regions concerned and to Headquarters, were not sum— 
marized to indicate trends, errors, weaknesses or major problems, Items 
requiring follow-up action were not recorded by the Department to ensure 
proper treatment. 


Z. Our test examination disclosed that fixed assets, ranging in cost from 
$100 to $5,500 and totalling $142, 300 had been purchased by 161 projects. 
The records of the projects did not always disclose the disposition of these 
assets and the offset of the proceeds against the costs of the projects, or 
alternatively, approval by the Department to keep the assets. 


Ds Many cases were noted where project sponsors in their applications listed 


expected revenue, grants or income other than that provided by the 
Program. By their nature, it was obvious that other projects would 
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generate revenue. In a significant number of cases, this revenue, grant 
or other income was not disclosed. Where other income or funding was 
included in the reporting, there was generally no possibility of verifying 
the accuracy of these amounts. The following is an example of this type 
of project: 


Vancouver, B.C. A project for $28,080 for the follow-up of 
suicide attempts had the salary of each employee subsidized by 
the provincial government in the amount of $300 per month. No 
mention of this subsidy was made in the project agreement or in 
progress reports of the project. 


4, The regional offices did not always follow procedures to ensure that project 
overpayments were correctly established and that accounts were set up 
in the Headquarters Revenue Accounting Division. Grants were made to 
projects under the current Program even though overpayments from a 
previous Program remained uncollected. 


56. Excess fees paid to retired public servants and members of the 
Canadian Forces employed by the Department of National Defence under personal 
service contracts. Government superannuation plans provide for a reduction in 
the annuity or annual allowance paid to retired public servants or to retired members 
of the Canadian Forces and the Royal Canadian Mounted Police if re-employed by 
Canada. For reasons of consistency, the Treasury Board has extended by means 
of the following guideline for the calculation of fees, similar conditions for super- 
annuates who are not re-employed but who enter into contracts for their services: 


In respect of any period of three months, commencing on the first day 
of January, April, July or October of any year, the fee under the 
contract when combined with the annuity or annual allowance must not 
exceed three times the current monthly salary for the classification 
held by him at retirement. 


In our 1972 Report (page 99) we noted three contracts where the fees paid 
by the Department of National Defence to superannuates together with the annuities 
received by them exceeded the current salaries for the classifications held by them 
at retirement by $19,000 in 1971-72 and by $13, 000 in 1970-71. 


Our audit of personal service contracts in force during 1973-74 disclosed 
that the Department had not complied with the fee guideline in respect of a further 
three contracts and that the fees together with the annuities received exceeded the 
current salaries for the classification held at retirement by $2,000. However, due 
to the lack of any central control by the Department over such contracts, we were 
unable to ascertain whether all contracts were included in our audit. 
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In many cases the Department's personal service contracts may be invalid 
because their terms result in an employer-employee relationship. Section 8 of the 
Public Service Employment Act, R. S., c. P-32, gives to the Public Service 
Commission the exclusive right and authority to make appointments to the Public 
Service of persons for whose appointment there is no authority in or under any 
other Act of Parliament. We understand that the Department is reviewing all 
personal service contracts and that where an employer-employee relationship is 
apparent, it will take steps to create positions to be filled in accordance with the 
provisions of the Act. 


57; Cost of vacant accommodation following closure of Canadian Forces 
Base Gimli, Man. Our 1972 Report (page 120) referred to the cost of vacant accom- 
modation following the closure by September 1971 of Canadian Forces Base Gimli, 
Manitoba. We noted that the Department of National Defence declined an offer by a 
development company to terminate the rental agreements in December 1971 on pay- 
ment of $2 million, that the monthly rental payments continued to be made under the 
terms of the lease, and that approximately $220, 000 of the rent paid for the year 
ended March 31, 1972, was for vacant units. 


Rent for the vacant units continued to be paid to February 27, 1974, 
amounting to $255,000 in 1972-73 and to $235, 000 in 1973-74. 


The rental market in Gimli, seriously affected by the closure of the Base, 
began to improve in 1973 and local businessmen and elected officials asked the 
Department to open the units to civilians. The Department investigated the housing 
situation at the site and concluded that the need presented by local officials was not 
real enough to justify opening the units. In general terms the housing project was 
much too large for the existing and anticipated requirements for housing in the 
area and, if the project were opened to civilians, it would need to be subsidized. 
Even then, it was doubtful that the project would become a viable operation during 
the remaining period of the rental agreements. Nevertheless on February 27, 

1974, under authority of Order in Council P.C. 1974-5/333 of February 2.0 22974; 
the Department entered into agreements with the principal mortgage holder of the 
housing project whereby the Crown's interest under the rental agreements was 
assigned to the mortgagee. The mortgagee undertook to pay all moneys payable 
to the development company by the Crown and to perform all of the Crown's cov- 
enants under the agreements for a consideration of $1, 661, 000 made up as follows: 


Present worth at 6% of remaining payments 
under a rental agreement of $21,498 per 
month covering the period February l, 
1974, to December 31, 197d 2454225 ess ate ens $ 903, 000 
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Present worth at 6% of guarantee 
payments under a guarantee rental 
agreement of $14,200 per month 
covering the period January 1, 1978, 


POMC Cembe vies tal 85 Remerene UN er oti cil vole Hp i $ 859, 000 
Total Present Worth PAVED ON earn tds we anne. tele Cs 1 4.62; 000 

Besar Ne potiatedes a idis counter, ot, aie ka.8 aches 88, 100 
1, 673, 900 

Less: Rent for BepE tary et Ody Wet sae) bole rd 1.7, Zi, 500 
1, 652, 400 

Inte veswaOr eo sdayenataid ISS WE. elo wtt Melina he 8, 700 
Total $ 1,661, 100 


The settlement was based on 1973 rentals and did not take into account: 
increased maintenance, repair and administrative costs which could affect future 
years' rentals; cost of restoration, since the lease provided for the units to be 
returned to the owners in a good and substantial repair and condition; or, the cost 
of opening the units to civilian use. On the other hand, the settlement did not 
provide for the Department to share in any additional proceeds realized by the 
development company in the event that it was successful in renting units during 
the unexpired portion of the rental agreements. 


58. Special services provided by the Department of National Defence. 
The Department of National Defence is continually called on to provide a variety 
of special services. In previous Reports (paragraph 96 in 1973) we have referred 
to the Department's failure to recover cost of providing some of these services 
with the result that its appropriations were being applied to purposes not author- 
ized by Parliament. 


The National Defence Act, R.S. , C. N-4, provides for the use of the 
Canadian Forces to aid civil powers in civil emergencies, the cost incurred being 
the responsibility of the province that requests aid. The Act does not deal 
Specifically with other circumstances in which assistance is given to persons or 
organizations, but general authority is implied in the text of National Defence 
Vote 1 which authorizes the Department to make recoverable advances and to spend 
revenue received in respect of charges for supplies and services. 


Order in Council P.C., 1973=3/4428or February 27, 1973, authorizes 
the Minister of National Defence to prescribe the fee or charge to be paid by a 
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person to whom a service or the use of a facility is provided by the Department, 
subject to various conditions. When the service provided is not wholly or partly 
for the benefit of, or in support of, the Department, the fee or charge prescribed 
shall not be less than an amount equal to the commercial rate charged for a service 
of a similar nature or, if such a rate is not determinable, an amount equal to the 
total cost of providing the service. 


In previous Reports we have noted instances where services were provided 
without fee or full recovery of cost and we pointed out last year that the number of 
non-departmental travellers on Service aircraft without payment of fee had increased 
considerably. A departmental study disclosed that Service aircraft carried about 
4,000 non-departmental travellers without charge during the 10-month period ended 
April 30, 1974. At the same time the Department incurred expenses of $600,000 for 
departmental personnel travelling on commercial airlines because space was not 
available on scheduled Service flights. The extent that non-departmental travellers 
displaced departmental personnel was not determined, but expenditures for commer- 
cial air travel tend to increase with increases in the number of non-departmental 
personnel travelling on scheduled Service flights. 


Services rendered during the year for which the Department failed to 
recover all costs included support services requested by the Department of 
National Health and Welfare in connection with the planning and staging of the 
Jeux Canada Games 1973 in Burnaby, B.C. In accordance with the provisions 
for the charging of fees set out in Order in Council P.C. 1973-3/442 the Department 
attempted to recover costs and appropriate overhead charges totalling $206, 000. 
Due to a shortage of funds the Department of National Health and Welfare was 
unable to pay the entire amount and $35,000 was accepted in full settlement of the 
account which resulted in an unauthorized charge of $152,000, excluding $19, 000 
for overhead charges, to the appropriations of the Department of National Defence. 


In April 1973 the Department began a study to establish a policy governing 
application of defence resources in the provision of services or other benefits to 
non-defence agencies. This study is expected to be completed in 1974. 


59. Overdrawal of rations. The Canadian Contingent of the United 
Nations Forces in Cyprus draws rations, which are paid for by the United 
Nations, from a local British Army supply depot. The United Nations under- 
writes the cost up to an amount equal to the basic British Army ration scale. As 
this scale is below that of the Canadian Forces, the Contingent is authorized by the 
Department of National Defence to draw supplemental rations from the depot up to 
the equivalent of the Canadian scale. The additional cost incurred is reimbursed 
by Canada to the United Nations. 


Charges submitted by the United Nations in 1973-74 for supplemental 
rations drawn by the Contingent from November 25, 1972, to May 25, 1973, when 
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its ration strength was about 600 men, amounted to $150,000. On the basis of 
information available to us in Ottawa in support of these charges we estimate that 
during this six-month period rations costing about $60,000 were drawn in excess 
of the authorized scale. 


After we discussed this with officials of the Department, they arranged in 
February 1974 to investigate immediately the ration overdrawals and review the system 
of ration control in use in Cyprus. An interim departmental report revealed that some 
of the overdrawals resulted from the fact that members of "other UN contingents, in 
some numbers, have been eating at Canadian messes when the opportunity presented 
itself because our meals are superior to theirs". The Department took immediate 
action to discontinue the practice of issuing free meals to members of other 
contingents but is still investigating. 


60. Additional expense incurred because of error in specifications 
of winter caps purchased for the Canadian Forces. In November 1971 the 
Department of Supply and Services awarded a contract to a manufacturer for the 
supply of 100,000 men's winter fur caps to the Department of National Defence at 
a cost of $312, 000. 


After 75,000 had been accepted it was discovered that, because of an error 
in the specifications relating to the method of measuring their internal dimensions, 
the caps produced for specific head size requirements were actually two sizes 
smaller than intended. The caps are equipped with ear flaps which can be turned 
inside when not required. The error was due to the fact that the caps were manu- 
factured to specification measurement with the flaps down. The Department of 
National Defence subsequently amended the specifications. However, in order to 
meet requirements, because of the initial error a further 32,550 larger sized caps 
had to be purchased in 1973 at a cost of $102, 000. 


Although the Department considers the $102,000 as an outlay for future 
requirements, in our opinion this amount represents an expense which was incurred 
in procuring supplies to replace the smaller sized caps of which the Department has 
more than it now needs. 


61. Delays in issuing assessments and inadequate liaison between 
divisions of the Department of National Revenue (Taxation) resulting in loss 
of revenue to the Crown. A review of certain investigations carried out by the 
Special Investigations Division of the Department of National Revenue (Taxation) 
and the subsequent income tax assessments raised as a result of those investi- 
gations disclosed delays in issuing assessments and inadequate liaison with other 
divisions of the Department with the result that revenue was lost to the Crown. 
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In one case, the Special Investigations Division concluded a preliminary 
investigation of a taxpayer's affairs in February 1969, seized the taxpayer's records 
and began a full-scale investigation. It was not until 11] months later that the Depart- 
ment's Collections Division became involved with the particular case and at that 
time it accepted the advice of the Special Investigations Division that there was no 
collection problem and no danger of loss. In February 1970 the taxpayer was inter— 
viewed but he declined to answer questions. He was also asked to provide security 
by March 1970 for proposed assessments but he declined to do so. In June 1970, 16 
months after the seizure of the taxpayer's records, the Department issued a reassess— 
ment of the taxpayer's return for the 1965 taxation year doing so solely to meet the 
prescribed time limit for making it. During the 16 months and for a short time there- 
after the taxpayer systematically transferred most of his assets to Switzerland. 
Consequently when the Department, in February 1971, issued assessments for the 
taxation years 1966 to 1969 it was not able to seize or attach any assets of substantial 
value. These assessments, together with interest, amounted to $7, 2 million but may 
be reduced to $3.6 million because of additional information submitted by the taxpayer. 
The Department is considering prosecution for wilful evasion of tax but, because of 
the complexities of the case, it is unlikely to make a decision before early LOLS: 


Under present procedures assets cannot be seized until assessments are 
issued. In order to protect the revenue of the Crown, present procedures and 
policies regarding issue of assessments and seizure of assets should be reviewed 
and if necessary, legislative changes should be sought to preclude the transfer of a 
taxpayer's assets beyond the reach of the Department. The Department has advised 
us that a recommendation for change in legislation is currently under consideration. 
It also has advised us that since March 1973 "Head Office functional directors of both 
the Special Investigations and Collections Divisions have undertaken to....improve 
the liaison between these two divisions. From our findings and reports from district 
office management, communication and co-operation have improved substantially". 


62. Post Office retail activities. Previous Reports (paragraph 104 in 
1973) noted that the Post Office Department had embarked on a program of selling 
various non-postal items to the public. We questioned whether this fell within 
the powers of the Postmaster General under the Post Office Act, Ras: Curae 
and noted that the Department had included in its proposals for legislative action 
in the 1973 Session an additional provision in section 5 of the Act to provide for 
retail services by the Post Office complementary to the postal service. We also 
pointed out that it could not be determined whether the program was profitable since 
suitable accounts had not been established and overall operating statements had not 
been prepared. Reference was made to the Fifth Report 1966-67 of the Public Accounts 
Committee which stated that: | 


a government department should not initiate or take any action that is 
not authorized by Parliament even though it contemplates that Parliament 
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may eventually take action to provide that authority. It considers that 
the actions of government departments must be limited at all times to the 
legislative authority existing at the time the action is taken. 


The proposed legislation has not yet been introduced so selling of non- 
postal items continued during 1973-74 without the approval of Parliament; however, 
on February 1, 1974, the Department withdrew certain items from sale. A suitable 
financial reporting system to determine profitability by product has not yet been 
established although one is being developed. 


63. Increased costs due to delay in awarding contract. In February 
1973 the Post Office opened tenders for 271 special case and table units used in 
mail sorting. Delivery was to be in two phases - April to August, 1973, and 
September 1973 to January 1974. The company submitting the lowest bid withdrew 
its offer after the Department determined that, because of prior commitments and 
an inability to obtain sufficient lumber, the company could not meet delivery 
requirements. 


The Department delayed awarding the contract to the second lowest 
bidder although price and delivery schedules appear to have been acceptable. 
Meanwhile, the company twice revised its quoted price, increasing it to $200 from 
$168 a unit in June 1973 and again by a further 15% in September 1973. The Depart- 
ment considered this latter increase unacceptable and terminated negotiations. 
Tenders were re-invited from other potential suppliers and in January 1974 the 
Department awarded a contract for the supply of the 271 case and table units to 
another company at a unit cost of $249. 


The Department's failure to expedite awarding the contract to the second 
lowest bidder, following the initial tender call, resulted in an increased cost of 
$21,950. The Department is taking action to prevent further occurrences of this 
nature. 


64. Cost of unused accommodation. The following instances were noted 
where rental was paid for accommodation that was not used: 


it Ottawa. In July 1972 the Department of Public Works obtained Treasury 
Board authority to lease additional space for the Department of Transport 
in its Ottawa headquarters building with rental effective from the dates of 
occupancy. The lessor did not accept the effective rental dates claiming 
that the space had been reserved for the Crown when Department of 
Transport officials advised him of their additional space requirements. 


In November 1972 Public Works obtained Treasury Board authority 
to pay rental from June 1, 1972, for upper-storey space and from June 15, 
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1972, for ground floor space until the dates of occupancy. Transport 
occupied the upper space October 31, 1972, and the lower space on March 15, 
1973. The rental paid for the vacant premises up to the dates of occupancy 
amounted to $81, 000. 


on Toronto. In May 1972 the Department of Manpower and Immigration 
notified the Department of Public Works of its intention to occupy space in 
leased premises being vacated in February 1973 by another government 
department. Public Works planned to award a contract for renovations as 
soon as the premises were vacated so that the space would be ready for 
occupancy again about April 30, 1973. Late in February 1973 Manpower 
and Immigration informed Public Works of revised Space requirements but 
it did not approve until April 1973 certain layout plans required in order 
to award a contract for renovations. The contract was finally awarded in 
July 1973 and the renovations were completed in September 1973. 


Because of the delays in submitting approved layout plans, the 
premises were not occupied until September 25, 1973, some five months 
later than originally planned, during which time rental costs amounted 
to $61, 000. 


65. Deficiencies in financial controls for the Maritime Pollution Claims 
Fund. Effective February 15, 1972, the Maritime Pollution Claims Fund was estab- 
lished by amendment, R.S. (2nd Supp. ), c.27, to the Canada Shipping Act, from 
which claims for losses caused by pollutants discharged from vessels in Canadian 
waters may be paid. Under the Act, levies are assessed against carriers of oil in 
bulk landed at or shipped from a port in Canada. Collections to March 31, 1974, 
were $17. 4 million but no claims had been received or paid. The Department of 
Transport provides administrative support at no cost to the Fund. An Administrator, 
appointed by the Governor in Council and reporting to the Minister of Transport, is 
responsible for the Fund's operations. 


The Department of National Revenue (Customs and Excise) collects levies 
assessed on oil imports and exports, remitting them to the Department of Transport 
for credit to the Fund. On the other hand, collection for domestic oil shipments 
depends on the voluntary declarations of the shippers since they are not reported 
to Customs and Excise. 


We have noted a number of deficiencies in the administration and financial 
control of the Fund: 


Ly; Shippers are permitted to defer payment on provision of adequate 
surety bonds. However, Customs and Excise is not advised by 
Transport as to the acceptability of the security described by the 
shippers on the levy declaration when requesting deferment. 
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a. Transport records do not provide cumulative data on amounts 
payable by shippers, hence the adequacy of surety bonds cannot 
be verified. 


oy Certain surety bonds submitted by shippers had expired and 
renewals were neither requested nor received. 


4, Numerous requests have been received to define "oil" under the 
Act but to date no official ruling has been made. As a result some 
shippers refuse to pay the levy. 


Di Levy refunds are not always adequately documented. Refunds 
should be requested through Customs and Excise at the port where 
documentation supporting the original levy declaration was filed. 


6. Legislation creating the Fund does not authorize officers of the 
Crown to have access to shippers' books and records. Consequently, 
no effective audit can be undertaken to verify proper assessment 
and collection of levies payable under the Act. 


These deficiencies were brought to the attention of the Department of 
Transport and on May 1, 1974, we were advised that a review committee had been 
established to study them. The Committee had already met the Department of 
National Revenue (Customs and Excise) to discuss matters of mutual concern. 


66. Recovery of capital expenditures credited to operations. The 
Department of Transport has several agreements with major users of public wharves 
whereby the users contribute over a period of time to the cost of establishing the 
facilities. In some cases the amounts the Department receives are credited to an 
operations vote, and are therefore available for spending. In other cases the 
amounts are recorded as revenue of Canada. 


We advised the Department that reimbursements of capital expenditure 
should not be used to supplement operations. The Department replied that it had 
included these receipts in estimates of receipts and revenues to be used to supple- 
ment its operations vote and thus the practice has parliamentary authority. 


We remain of the opinion that money received as recovery of expenditure 
from a capital vote should not be used for operating purposes, and as the Department 
did not identify the extraordinary nature of these receipts in its Estimates presen- 
tation, we question the view that this exception has been authorized. ; 
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67. Increased costs due to delay in accepting tender. On May 11, 
1973, the Department of Transport opened four tenders for constructing three 
lightpiers in Lake St. Francis, Ontario. The low bid of $391,000 was acceptable 
but the Department did not seek approval-in-principle from the Treasury Board 
until June 14, 1973, receiving it July 19, 1973. The Department advised the low 
bidder on July 25, 1973 he was the successful tenderer. 


The following day the contractor advised the Department that he could 
neither perform the work at the bid price nor complete the project in the prescribed 
time due to material and labour cost increases, and delay in awarding the contract. 
The bid price was firm for a 60-day period which expired July 10, 1973, some nine 
days before the Board approved the project. 


As a result the Department negotiated a contract extra of $20,000 and 
extended the completion date to August 1974 from November 1973. The Department 
has advised that this administrative oversight resulted from unusual circumstances 
and that it will take all precautions to avoid any recurrence. 


68. Cancellation of debts arising from overpayments of allowances 
to veterans. As payments under the War Veterans Allowance Act, R.S., c. W-5, 
are designed to assist veterans in need, the Act established the limits of personal 
property (cash, negotiable securities, etc.) for purposes of determining a veteran's 
eligibility for an allowance. When it was discovered that a veteran either intention- 
ally or inadvertently failed to disclose personal property, an overpayment was 
established. 


An amendment to the Act, 1973-74, c.9, repealing sections 8 and 18, re- 
moved the limitation on personal property and provided that the amending legislation 


"has effect with respect to payments of allowance for any month commencing on or 
alter Apri | 19735" 


With the advice of the Department of Justice, the Chairman of the War 
Veterans Allowance Board issued a directive cancelling the balances of 1,107 over- 
payments of allowances totalling $715,000, which had been established because of 
excess personal property. Of these, 344 accounts totalling $198,000 were being 


recovered by a small monthly deduction from the allowances or from Old Age Security. 


Before recovery action began, it had been determined that the deductions would not 
create undue hardship on any debtors. Additionally, overpayments on 27 accounts 
totalling $75,000 for which mortgages on real property were held as security, were 
also cancelled. The terms of these mortgages were not to be enforced during the 
lifetimes of the veterans or their wives. 


When we challenged the legality of the retroactive action, the Board asked 


the Department of Justice for an official opinion. On January 11, 1974, the Depart- 
ment of Justice stated 
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....that no retrospective effect can be given to sections 2 and 3 of this 
recent enactment, that repeal sections 8 and 18 of the War Veterans 
Allowance Act. Where, therefore, debts were by law created prior to 
the amendments coming into force, they remain in effect. 


On June 13, 1974 the Board obtained ex post facto approval from the 
Treasury Board for deleting 71 of the debts of over $2,000 each, on grounds of 
expediency, and authority to include in a supplementary estimates item deletion 
of 12 additional debts of over $5,000 each. The remaining accounts, each under 
$2,000, are to be deleted by ministerial authority under the Deletion of Debts 
Regulations. 


69. Suspension of recovery of War Veterans Allowance overpayments. 
Before November 1, 1973, the War Veterans Allowance Board was recovering 
$23,000 monthly from 2, 700 veterans, in respect of overpayments caused by annual 
income in each instance having been in excess of the ceiling provided by statute. 
These recoveries were being effected by a small monthly deduction from the allow- 
ances or from Old Age Security. 


In October 1973, the Board Chairman issued a memorandum suspending 
deductions in all accounts handled at Head Office effective November 1, 1973, except 
where the overpayment would be fully recovered in November 1973. District Auth- 
orities were instructed to make the same provisions for all accounts under District 
Office control, Where recovery was through deductions from Old Age Security, 
District Authorities were directed to request their suspension. The Chairman 
advised us that the suspension is temporary pending a detailed review of all accounts. 
However, the memorandum stipulated that all such debtors be furnished with an 
authorization and direction form which in effect gives them the right voluntarily to 
authorize the monthly deduction or to refuse consent. 


Since issue of the memorandum, consent to monthly deductions from allow- 
ances in pay or from Old Age Security has not been obtained from 2, 172 veterans, 
from whom monthly deductions totalling $18, 000 were being made in respect of 
overpayments totalling $603, 000. 
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SPECIAL AUDITS AND INQUIRIES 


70. The establishment of a Special Audits and Inquiries Branch, and the 
reasons for this organizational innovation, are referred to earlier in this Report. 
Mention was also made of its two principal current projects, the government-wide 
study of financial management and controls and the audit of payments and price 
restraint measures under the Imported Oil and Petroleum Products Compensation 
Program, The former has been initiated by the Auditor General acting under the 
provisions of section 58 of the Financial Administration Act. The latter has been 
undertaken at the request of the Governor in Council under the provisions of 
section 62 of the Financial Administration Act. Information concerning each of 
these undertakings is set out hereunder. 


Financial Management and Control Study 


(Ab Evaluation of financial and internal accounting controls is an integral 
part of all audit programs; it is of fundamental importance in determining the nature 
and extent of the audit tests included in the programs. Because of staff shortages in 
recent years and a heavy concentration of the time of the senior professional per- 
sonnel of the Audit Office on the production of the Annual Report, it has not been 
possible to devote adequate time to an in-depth evaluation of financial and internal 
accounting controls in the government departments and agencies for which I have 
audit responsibilities. This has been a matter of concern to my officers and to me, 
having regard to: 


Ly the significant growth in government operations during recent 
g gS 24 Pp g 
years; 


(2) the substantial delegation to government departments and agencies of 
responsibility for financial management and controls as recommended 
some twelve years ago by the Royal Commission on Government 
Organization (Glassco) and which culminated in 1969 in the abolition 
of the Office of Comptroller of the Treasury and the centralized pre- 
audit of expenditures which was a principal function of that Office; 
and 


cs) the increasingly large-scale use of electronic data processing which, 


despite its many advantages, has not so far eliminated the possibility 
of errors, fraud, manipulation, and misappropriation of funds. 
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In establishing the objectives, scope and terms of reference for a study of 
financial management and controls throughout all departments and most of the agencies 
of government, it was decided that it should be directed to an examination of: 


Cay) the statutes and Treasury Board regulations, policies, directives 
and guidelines relevant to financial management and control, and 
the extent of compliance therewith in departments and agencies; 


(b) financial systems and procedures in departments and agencies. 
including budgetary controls, accounting for revenues, expenditures, 
assets, liabilities, commitments, and financial reporting systems; 


(c) the integration of the departmental and agency accounting processes 
and systems with the central systems; 


(d) the extent to which the financial systems and procedures are 
monitored and audited by internal or operational audit groups; 


(e) the type, accuracy, timeliness, purpose and use of financial 
information and reports currently prepared; 


(ce) the extent of decentralization following on the recommendations 
of the Royal Commission on Government Organization and its impact 
on overall financial control; and 


(g) the duties, responsibilities and functions of financial and accounting 
managers and staff with special reference to the system of financial 
and accounting control and the relationships of their function with 
central financial and accounting agencies. 


We recognized that the current professional resources of the Audit Office 
could not be expected to cope simultaneously with the regular audit requirements 
of the Office and a comprehensive government-wide examination along the lines set 
out above. Accordingly we explored the feasibility and suitability of the Executive 
Interchange Program, part of the Interchange Canada project administered by the 
Public Service Commission, to supplement our own resources in undertaking this 
important study. 


It soon became apparent that the Executive Interchange Program has great 
potential value to the Audit Office. It provides opportunities for young men and 
women who have qualified for their.professional degrees with our Office to round 
out their professional training by gaining practical experience with public accounting 
firms for a period of one to two years. And, it enables the Audit Office to utilize 
the services of seasoned and experienced public accountants to undertake special 
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studies that could not otherwise be attempted with our present resources, as exempli- 
fied in the Financial Management and Control Study. Furthermore, it permits the 
professional personnel from public accounting firms assigned to the Audit Office 
under Executive Interchange to obtain an understanding of government organization 
and operations in general, and the financial and accounting procedures and processes 
of government in particular, that would be difficult to obtain in any other way. This 
is of course one of the fundamental objectives of the Interchange Canada project. 


Because of the actual, and potential, importance of this Program to the 
objectives of our Office, especially at a time when we are operating at some 25% below 
our authorized establishment of professional personnel, an extract from a booklet of 
the Public Service Commission which outlines Interchange Canada and the Executive 
Interchange Program is included as Appendix III to this Report. 


Upon receiving assurances from the Chairman of the Public Service Com- 
mission that the Executive Interchange Program could indeed be applied on a 
significant scale to our Office, in March 1974 I met the President and the Vice- 
President of The Canadian Institute of Chartered Accountants (CICA) to inform them 
of my intention to approach firms of chartered accountants throughout Canada to ask 
them whether they would undertake to make available under the Executive Interchange 
Program, the services of a number of their senior professional personnel to help the 
Audit Office to undertake a comprehensive study of financial management and control 
throughout government. 


Encouraged by the positive reaction of these CICA officers, I ultimately 
approached nineteen firms. The results have been exceedingly gratifying. Sixteen 
agreed to participate and each undertook to make available the services of a partner 
and an audit manager for a period of approximately one year commencing September 
1974. The representatives of several firms who, with senior members of the Audit 
Office, are responsible for the central planning and direction of the study will be 
engaged for up to 18 months or longer; the representatives of several other firms 
are able to participate for somewhat less than the full year. The three firms which 
were unable to participate at this time have indicated their interest in participation 
in other similar studies under Executive Interchange in the future. The participating 
firms are: 


Arthur Andersen & Co. 

Clarkson, Gordon & Co. 

Coopers & Lybrand 

Deloitte, Haskins & Sells 

Ernst & Ernst 

Laventhol Krekstein Horwath & Horwath 
MacGillivray & Co. 

Maheu, Noel, Anderson, Valiquette & Associés 
Peat, Marwick, Mitchell & Co. 

Price Waterhouse & Co, 
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Raymond, Chabot, Martin, Paré & Associés 
Samson, Bélair, Cété Lacroix et Associés 
Thorne Riddell & Co. 

Touche Ross & Co. 

Winspear Higgins Stevenson & Co. 

Zittrer Siblin Stein Levine & Co. 


Heading the study as Director General is Robert B. Dale-Harris, F.C. AS; 
a senior partner of one of the participating firms and a past-President of The 
Institute of Chartered Accountants of Ontario. I am closely involved personally in 
the direction of the study as are the Deputy Auditor General and the Director General 
- Special Audits and Inquiries. Each project team is assigned to a department 
or agency and comprises a partner from a participating firm as the leader, an 
audit manager from the same firm, and the audit director or audit manager of our 
Office who is in charge of the audit of the department or agency under review. A 
key characteristic of the study is the full involvement in all its phases of our senior 
audit personnel, so that they will be in a position to complete any remaining parts 
of the study after August 1975 when the main objectives of the work will have been 
achieved and most of the outside participants will have returned to their firms. The 
work will then be carried forward, probably on a cyclical basis, as part of our on- 
going audit programs and procedures. 


Promptly upon completion of each review, findings and recommendations 
within the framework of the overall study will be reported to, and discussed with, 
the senior officials of the department or agency concerned. In due course follow-up 
will be undertaken to review action plans for recommendations approved for 
implementation and to obtain the departments' views regarding the others, 


Findings and recommendations applicable to more than one department and 
other recommendations which require the consideration and approval of the Treasury 
Board before they can be implemented will be reported to and discussed with Treasury 
Board officials, as will be, of course, the findings and recommendations resulting 
from the studies of the financial and accounting control procedures of the Treasury 
Board and other central government financial agencies. 


It is planned that the findings, recommendations and results of this first 
major study by the Special Audits and Inquiries Branch will be reported to Parlia- 
ment as part of, or as a supplement to, the 1975 Report of the Auditor General under 


headings which will include the following: 


(a) the organization of the finance/accounting function with special 
reference to financial and accounting controls, 


(b) expenditure and revenue control including the pre-audit function, 


Cc} accounting control procedures relating to assets and liabilities, 
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(d) commitment control, 
(e) budgetary control, 

CE) internal audit, and 
(g) financial reporting. 


As mentioned earlier in this Report, this study is considered to be the 
essential foundation for the development, application and maintenance of adequate 
and effective audit programs and activities which will reflect fully the result of this 
special study and which, collectively, will constitute the heart and core of the duties 
and responsibilities of the Auditor General of Canada to Parliament as set out in the 
Financial Administration Act. 


ee Imported Oil and Petroleum Products Compensation Program. This 
Program was implemented during the first quarter of the 1974 calendar year to 
cushion the economy from the impact of the rapid increase in the price of foreign 
crude oil used in Canada. It was authorized by Energy, Mines and Resources 
Vote 1lb, Appropriation Act No. 1, 1974, 1974, c.1, which provided $240 million 
for compensation payments. 


The Program provides compensation to oil importers for increases in certain 
elements in the cost of imported crude oil and petroleum products, the main one 
being increases on or after December 1, 1973, in taxation by governments which 
are members of the Organization of Petroleum Exporting Countries (OPEC). In 
return, the claimants agree to restrain wholesale prices in accordance with govern- 
ment guidelines. 


Pursuant to section 62 of the Financial Administration Act the Governor in 
Council, directed the Auditor General to inquire into and report on the administration 
of expenditures under this Program. 


Our first report to the Governor in Council dated October 15, 1974, covered 
expenditure of $382 million from the inception of the Program to August 31, 1974. 
It included $157 million charged to the fiscal year ended March 31, 1974, and $225 
million paid out under the authority of Governor General's special warrants in the 
1974-75 fiscal year. We stated that we were satisfied that the compensation claims 
examined had been properly processed and that our recommendations as to operations, 
procedures and controls had been implemented. The Department has requested claim- 
ant companies' auditors to audit claim payments and we have prepared, in consultation 
with the Department, a standard audit program which is to be used by the claimants' 
auditors, amended when necessary to fit particular circumstances. 
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We also reported that since the Program had to be implemented on short 
notice, it was necessary for the Department to issue guidelines with respect to 
price restraint as quickly as possible. As aresult, there have been difficulties 
with respect to the application of the price guidelines by claimant companies, The 
Department has recognized the problems relating to price guidelines and has taken 
steps to deal with them. However in the circumstances it is our view that greater 
attention at an earlier date should have been given to developing and maintaining a 
comprehensive program to audit price behaviour. Departmental officials are aware 
of our views and, in co-operation with the Energy Supplies Allocation Board to which 
the administration of the Program is being transferred, are now taking active steps 
toward implementing such an audit program. 
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COMMENTS ON MATTERS DEALT WITH IN PREVIOUS YEARS! REPORTS 


133 This Part, which is new this year, deals with items appearing in 
previous Reports which should be brought to the attention of the House again. 
Comments on items from previous Reports which are still appropriate to this year's 
transactions or in respect of which circumstances have changed materially are in- 
cluded in the relevant Parts of this Report. 


As previously mentioned the Audit Office, aiming at corrective action as 
soon as possible after an irregularity has been identified, maintains constant 
liaison with government departments and agencies and Crown corporations. In 
this Part, as elsewhere, all pertinent information on such cases is provided. In 
certain instances, remedial measures may be at an advanced stage at the time of 
writing this Report. 


The practice of including an appendix listing recommendations and 
observations by the Standing Committee on Public Accounts not yet implemented 
or dealt with has been discontinued as it is felt that this appendix should be 
considered an internal working document of that Committee. However, the Audit 
Office will continue to co-operate actively with the Committee and its support 
staff in updating the status of such recommendations and observations and will 
follow them to their ultimate disposition. 


In line with this approach, the Audit Office maintained during the year 
a close working relationship with the Standing Committee on Public Accounts. 
I would like to refer in particular to the assistance we gave the steering committee 
in preparing the agenda for the series of Standing Committee meetings scheduled 
for the period immediately preceding dissolution of Parliament last May. At the 
request of its Chairman, the Audit Office prepared complete listings of all items 
appearing in the 1972 and 1973 Auditor General's Reports, classified so as to 
facilitate the establishment by the steering committee of a list of items in order 
of priority for consideration by the full Committee. 


The objective of the Audit Office is prompt action on detected deficiencies 
and for this purpose, the co-operation of those concerned is vital. In this respect 
certain action by the Treasury Board should be mentioned. 


, 


In December 1973, the Treasury Board issued a new Guide on Financial 
Administration designed to assist deputy heads and managers of departments and 
agencies in establishing and maintaining financial management systems. It identifies 
government objectives for financial administration in departments and agencies and 
directs a course of action for deputy heads to follow in meeting requirements of 
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Parliament, of departments and central agencies, for financial control and account- 
ability. The Guide contains regulations and directives which are mandatory and 
guidelines which are discretionary. It stresses the need for effective internal 
control systems as well as comprehensive departmental financial audits. An 
evaluation checklist is included for use in evaluating accounting systems. The 
issuance of the Guide and the use of evaluation teams by the Treasury Board 
Secretariat to monitor its implementation is a positive step towards strengthening 
financial control and will assist the Audit Office in its work. 


In April 1974, the Secretary of the Treasury Board wrote to the Public 
Accounts Committee on the action taken by various departments on items raised 
in my 1973 Report. The letter dated April 23, 1974, was tabled at the Public 
Accounts Committee meeting of April 25, 1974, and is reproduced in Appendix II 
to this Report. This action was hailed by the Chairman as being of great 
assistance to the Committee. The letter reported that of the 117 paragraphs of 
the 19/3. Report, action had been instigated to resolve matters raised in 5).para- 
graphs, action did not appear required on 19 paragraphs of introductory or 
general comments, and 11 other paragraphs dealing with the Public Accounts 
were being examined as part of the Study of the Accounts of Canada being con- 
ducted jointly by the Treasury Board and the Departments of Finance and Supply 
and Services. On the items which are the subject of the remaining 33 paragraphs, 
(one paragraph had been partially dealt with and is being counted twice in this 
tabulation), the Treasury Board undertook to ensure the necessary remedial action. 


In the following paragraphs we comment on matters dealt with in previous 
Reports which are repeated for the reason described in the introductory paragraph 
of this Part. Although we will report here primarily on matters which have not 
been corrected, we will also include instances in which positive action has been 
taken. 


74. Payment by instalments for properties transferred between 
departments. Our 1973 Report (paragraph 81) drew attention to agreements 
between the Department of Indian Affairs and Northern Development and Crown 
Assets Disposal Corporation for the purchase of the Canadian Forces Base at 
Rivers, Man., and of the Canadian Forces Station at La Macaza, Que. In each 
case the agreed price of $500,000 was payable in instalments over a six-year 
period. As of March 31, 1973, instalments aggregating $250,000 had been paid. 
We expressed the opinion that the full cost of properties purchased from another 
department should be provided in the year of purchase in the Estimates of the 
department acquiring the property. 


The balance of the instalments, totalling $750,000, was paid during 
1973-74. 
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75% Apparent circumvention of the provisions of the Canadian Forces 
Superannuation Act. Our 1973 Report (paragraph 88) drew attention to section 19 
of the Canadian Forces Superannuation Act, R.S., c. C-9, which requires immedi- 
ate suspension of any annuity upon expiration of any continuous period of full-time 
service of one year in the Reserve Force. We noted that the stipulation of "continuous" 
service permitted a result which it was doubtful had been contemplated when Parlia- 
ment passed the legislation. We gave as an example a case which had come to our 
attention during the year whereby a break of one day in his continous Reserve 
Force service had enabled a former non-commissioned officer to draw an augmented 
annuity in addition to his regular pay. 


As a result of our inquiries, the Department of National Defence on May 16, 
1973, instructed its Commands to limit the period of temporary Reserve employment 
to 130 days in any year. In October 1973 the Department informed us that temporary 
Reserve employment in excess of 180 days required approval of National Defence 
Headquarters and that the maximum permissible period of employment would be 330 
consecutive days for any one individual in any one period consisting of 365 days. 
Further, the relevant Canadian Forces Administrative Order would be amended to 
ensure that all concerned would be fully aware of the new policy and that personnel 
engaged in Reserve pay accounting would ensure that the established limits were 
not exceeded without authority. 


In May 1974 the Department distributed a new instruction which will 
remain in force until the relevant Administrative Order is revised. It prescribes 
administrative procedures for allotment and control of funds, reporting attendance 
and expenditure for temporary Reserve employment and also the maximum per- 
missible period of employment allowed. 


76. Inadequate control over supply items. Previous Reports 
(paragraph 90 in 1973) drew attention to inadequacies in the Canadian Forces 
supply system. We noted that a limited test of unit prices disclosed that prices 
in the records at March 31, 1973, for 25 items were overstated by $123 million. 
Although the Department corrected the unit prices for these 25 items, a further 
limited test of price changes entered on the file during 1973-74 disclosed that the 
price on the computer file differed from that obtained from the appropriate supply 
manager for 13% of the items selected for review. Although the reasonableness 
of unit prices could have been automatically checked by the system, the information 
necessary to perform this check was not always available on the file. We have 
been informed that this omission has been corrected in the new integrated system 
which was implemented for depot holdings in June 1974. 


Last year's Report noted that holdings of 374, 000 items, with a value of 


$300 million, appeared to be in excess of requirements. During the year the 
Department declared as surplus, assets valued at $25 million including two items 
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listed in last year's Report and costing $6 million. We reiterate that further efforts 
should be made to identify and to dispose of excess holdings so as to lessen financial 
loss from obsolescence and deterioration and to avoid additional storage costs. 


Le Failure to recover the full cost of pilot training. Paragraph 60 
of our 1973 Report noted that the Department of National Defence from time to 
time undertakes pilot training programs for foreign countries. We pointed out 
that cost recoveries for these programs were based on a fixed fee per trainee de- 
termined by negotiation which does not recover all training costs. We referred 
to the legislative authority to provide services on a cost recoverable basis given 
in National Defence Vote 1, and to the principle contained in the White Paper 
Defence in the 70s that the cost of the training should be borne by the user country. 
We stated that costs, based on departmental estimates, exceeded recoveries by at 
least $1.3 million in 1971-72 for two major programs and by about $1.5 million in 
1972-73 for a third program which began in September 1971 and is to extend to 
1975: 


To March 31, 1974, 162 students had entered the third program and an- 
other 35 are expected to enter it. The Department does not maintain an adequate 
cost system for its pilot training programs but, based on its cost estimates for the 
third program, training costs will exceed recoveries by $3.6 million for those 
students who began training before March 31, 1974. This amount does not include 
depreciation, which was not provided for in the estimates, and costs associated 
with flying hours provided to students additional to those anticipated at the time 
of negotiation. Since the agreement provides for renegotiation if a change in course 
syllabus results in significant cost increases, the Department should, in our opinion, 
have exercised its right to renegotiate the additional costs involved. 


During the year the Department neglected to take recovery action under the 
third program with respect to eight trainees who joined courses at an advanced stage 
and to recover at the correct rate for others, the amount involved being $457,000. The 
Department acted in June 1974 to recover this amount. 


The Department holds the view that these training programs afford "an op- 
portunity to make more effective use of the facilities and the training skills of Canadian 
personnel, while at the same time providing a worthwhile service to our NATO allies", 
and that the amounts charged for this training are expected to recover the incremental 
costs incurred in undertaking these programs, However, in the absence of adequate 
departmental cost records for these programs which clearly identify these incremental 
costs we are unable to satisfy ourselves that costs are being recovered. 


Since negotiations are under way to extend the third program to 1981 we have 


recommended to the Department that it introduce immediately a system of recording 
costs which clearly identifies the total and incremental costs not only for this 
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program but also for any future programs and that, when the fees to be charged for 
a program are submitted for Executive approval, the Governor in Council be advised 
of the related incremental costs. The Department has accepted our recommendations. 


78. Errors in Public Service Superannuation Account pension calculations. 
For a number of years our Reports (paragraph 116 in 1973) have pointed out that 
our audit of the superannuation accounts continued to disclose a high incidence 
of error in pension calculations. Our 1973-74 audit tests based on a random stat- 
istical sample again disclosed a high incidence of error, although some improvement 
was noted in pensions authorized during the latter part of the year. As in past 
years, the most common cause of errors was using incorrect salary and service 
data in pension calculations. 


The Deputy Minister of Services arranged a meeting in August 1974 to 
inform us of the progress in converting salary and service data to a computerized 
record, The Department is optimistic that information from this record, which will 
be maintained by the new computerized pay system, will sharply reduce the number 
of errors caused by incorrect salary and service information. We shall review this 
matter again when the new system has been operating for a time. 


79. Improper retention of public money. This matter is reported again 
because it involves the principle established by law that all public money should be 
deposited to the credit of the Receiver General in the Consolidated Revenue Fund 
and that payments from the Fund may be made only on the authority of Parliament. 


In previous years (paragraph 48 in 1973) we reported that the Canadian 
Commercial Corporation, through a multiplicity of agreements, retained funds from 
the sale of Crown-owned aircraft to a foreign country instead of depositing them to 
the credit of the Receiver General. These funds are being applied toward the 
acquisition of other aircraft and related materiel and services required by the 
Department of National Defence. 


As mentioned in paragraph 36 of this Report the Corporation received 
and, in our opinion, improperly retained $37, 633, 000 from the aircraft sale. It 
received a further $7,614, 000 from the Department of National Defence, bringing 
total receipts to $45,247,000 at March 31, 1974. Of this amount the Department used 
$39,564,000, through the Corporation, to buy other aircraft and related materiel 
and services. At the fiscal year-end, the Corporation still retained $5, 683,000 in 
receipts from the aircraft sale. 


80. Accounts of the National Museums of Canada. Paragraph 52 of 
our 1973 Report stated that our review of the accounts and financial statements 
of the Corporation for the year ended March 31, 1973, indicated that the records 


77 


and internal control had deteriorated to such an extent that we were unable to 
express an opinion on them. This matter was previously reported to the Acting 
Chairman of the Board of Trustees on June 29, 1973. 


In our report of July 15, 1974, to the Chairman of the Board of Trustees on 
the financial statements for the year ended March 31, 1974, we noted that considerable 
progress had been made in clearing up the inadequacies and unsatisfactory conditions 
in the accounting procedures and the system of internal control which had made it 
impossible for us to express an opinion on last year's financial statements. Although 
some weaknesses still exist on which corrective action is being taken or is under 
active consideration, they do not in our view affect the accuracy of the accounts 
for the year ended March 31, 1974, except for the matters referred to in paragraphs 
40 and 41 of this Report and in item 4 below, which were the subject of report 
qualifications. 


Last year we referred to the lack of adequate inventory records, failure to 
count and record inventory, unexplained shortages, lack of quantitative limits, and 
breaches of the Receipt and Deposit of Public Money Regulations. We also referred 
to an instance where we felt that breaches of internal policies and procedures and 
Government regulations had occurred. These are commented on in the following 
paragraphs. 


1. Inventories. We found a substantial improvement in inventory controls 
during the year particularly in the care taken to count and record the 
year-end inventory. We also found that the 1972-73 inventory had been 
rechecked during the summer of 1973 and subsequently reconciled with 
the records. This resulted in an adjustment of $24, 188 to the inventory 
after distributing charges of $32,285 to certain responsibility centres that 
should have been charged in 1972-73. The bulk of the inventory adjustment 
and distribution of charges related to the publication Art and the Courts 
printed for the National Gallery. 


Ae Breaches of the Receipt and Deposit of Public Money Regulations. Further 
instances of delays in the deposit of public money were noted during the year. 


The opening of bank accounts closer to sales outlets since the year-end 
should correct this situation. 


3) Breaches of internal procedures and Government regulations with respect 
to publications of the National Gallery. Further instances were noted during 


the year where transactions had to be regularized after the fact, in most cases 
before payments were made. Following a recently completed study of financial 
management and control, new procedures relating in part to the Publications 
Section of the National Gallery have been implemented. We will be reviewing 
these new procedures in 1974-75, 
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The recording as sales and purchases of items transferred between 
divisions of the Corporation. Sales of Special Account inventory items 
amounted to $233,691 during the year. Of this amount, however, $105, 710 


was "sold" to other divisions within the Corporation. While we have seen 

a reference to a legal opinion to the effect that such "sales" may be considered 
as "sales to the public” under the National Museums Act, R.S., c. N-12, 

we remain of the opinion that they are not sales to the public and qualified 
our report to the Chairman of the Board of Trustees on July 15, 1974, 
accordingly. We have recommended that amounts transferred between 
divisions of the Corporation be credited to publication costs instead of sales, 
This recommendation is being actively considered by the Corporation. 


Improper use of the Purchase Account for making grants to other 


museums. Last year we noted that the Purchase Account was being used to 
acquire objects with the specific intention of donating them to certain other 
museums. It was our view that as these purchases were made for this 
purpose, and as payments out of the Purchase Account can be made only 
for "objects for the collections of the Corporation", such purchases con- 
stitute grants and should have had parliamentary approval. The Corpor- 
ation has drawn to our attention that section 10(1) of the National Museums 
Act, authorizes the purchase and that section 18(1) would appear to pro- 
vide the authority to: 


arnt sell, exchange, give away or otherwise dispose of any object 
in the collections of the Corporation if, in the opinion of the director 
of the museum responsible for the object, it is not fit to be retained 
in the collections of the Corporation or the disposal of the object 
would further the purposes of the Corporation. 


This will be the subject of further discussion with the Corporation. 
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CONCLUSION 


Although the Audit Office continues to experience difficulties in bringing 
its professional staff up to authorized strength, some of the actions taken during 
the year encourage us to believe that we shall overcome these difficulties before long. 
These actions include establishing a professional practices and development branch 
under the leadership of a Director General and materially strengthening the per- 
sonnel/recruitment function. 


In the meantime, although not the long-term solution, temporary additions 
to our professional ranks under the Executive Interchange Program have enabled 
us to launch a vital project which we would otherwise have had to defer for several 
years. Under the Program some 30 highly experienced audit partners and audit 
managers from public accounting firms are helping us to carry out a comprehensive 
examination of financial management and control practices throughout Government. 


On behalf of the senior officers and staff of the Audit Office, I wish to pay 
sincere tribute to the loyal and conscientious work over a period of 33 years of 
Mr. George Ridley Long, C.A., who retired as Deputy Auditor General on December 
31, 1973. In retirement Mr. Long continues on a part-time basis to render valuable 
assistance to the Audit Office by acting for me in some of the United Nations audit 
work, thereby enabling me to spend all possible time during the last year on my 
primary responsibilities of directing the work of the Audit Office in Canada. 


I would also like to pay tribute on behalf of their Audit Office colleagues to 
two audit managers who retired during the year, Mr, Fred A. Dixon who joined the 
Office in 1940, and Mr. William A. Wanzel, C.G.A., who joined the Office in 1942. 


Respectfully submitted, 


Ottawa, November 25 1974. 
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APPENDICES 


Financial Administration Act - Part VII Appendix I 


Report by the Secretary of the Treasury Board to the Public 
Accounts Committee on matters raised in our 1973 Report Appendix II 


Interchange Canada Appendix III 
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Appendix I 
FINANCIAL ADMINISTRATION ACT 
Roan Gihke 10 
Part VII 
THE AUDITOR GENERAL OF CANADA 


56. (1) The Governor in Council shall by commission under the Great 
Seal appoint an officer called the Auditor General of Canada to hold office during 
good behaviour until he attains the age of sixty-five years, but he is removable 
by the Governor General on address of the Senate and House of Commons. 


(2) The Auditor General shall be paid a salary equal to the salary of the 
Chief Justice of the Federal Court of Canada, including any additional salary 
authorized by section 20 of the Judges Act. 


(3) The provisions of the Public Service Superannuation Act, except 
those relating to tenure of office, apply to the Auditor General. 


(4) Such officers and employees as are necessary to enable the Auditor 
General to perform his duties shall be appointed in accordance with the Public 
Service Employment Act. 


(5) The Governor in Council may appoint a person temporarily to perform 
the duties of the Auditor General during a vacancy in the office of the Auditor 
General, 


Dilw Gls) Notwithstanding any Act, the Auditor General is entitled to free 
access at all convenient times to all files, documents and other records relating to 
the accounts of every department, and he is also entitled to require and receive 
from members of the public service of Canada such information, reports and 
explanations as he may deem necessary for the proper performance of his duties. 


(2) The Auditor General may station in any department any person employed 
in his office to enable him more effectively to carry out his duties, and the department 
Shall provide the necessary office accommodation for any officer so stationed. 


(3) The Auditor General shall require every person employed in his office 
who is to examine the accounts of a department pursuant to this Act to comply with 
any security requirements applicable to, and to take any oath of secrecy required to 
be taken by persons employed in that department. 


(4) The Auditor General may suspend from the performance of his duty 
any person employed in his office. 
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58. The Auditor General shall examine in such manner as he may deem 
necessary the accounts relating to the Consolidated Revenue Fund and to public 
property and shall ascertain whether in his opinion 


(a) the accounts have been faithfully and properly kept; 


(b) all public money has been fully accounted for, and the rules and 
procedures applied are sufficient to secure an effective check on the 
assessment, collection and proper allocation of the revenue; 


(c) money has been expended for the purposes for which it was appro- 
priated by Parliament, and the expenditures have been made as authorized; 


and 


(d) essential records are maintained and the rules and procedures applied 
are sufficient to safeguard and control public property. 


59. The Auditor General shall 


(a) make such examination of the accounts and records of each registrar 
as he deems necessary, and such other examinations of a registrar's trans- 
actions as the Minister may require; and 


(b) when and to the extent required by the Minister, participate in the 
destruction of any redeemed or cancelled securities or unissued reserves 
of securities, authorized to be destroyed under this Act; 


and he may, by arrangement with the registrar, maintain custody and control 
jointly with the registrar, of cancelled and unissued securities. 


60. The Auditor General shall examine and certify in accordance with the 
outcome of his examinations the several statements required by section 55 to be 
included in the Public Accounts, and any other statement that the Minister may 


present for audit certificate. 


61. (1) The Auditor General shall report annually to the House of Commons 
the results of his examinations and shall call attention to every case in which he has 
observed that 


(a) any officer or employee has wilfully or negligently omitted to collect 
or receive any money belonging to Canada, 


(b) any public money was not duly accounted for and paid into the 
Consolidated Revenue Fund, 
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(c) any appropriation was exceeded or was applied to a purpose or in 
a manner not authorized by Parliament, 


(d) an expenditure was not authorized or was not properly vouched or 
certified, 


(e) there has been a deficiency or loss through the fraud, default or 
mistake of any person, or 


(f) a special warrant authorized the payment of any money, 


and to any other case that the Auditor General considers should be brought to the 
notice of the House of Commons. 


(2) The report of the Auditor General shall be laid before the House of 
Commons by the Minister on or before the 31st day of December, or, if Parliament 
is then not in session, within fifteen days after the commencement of the next ensuing 
session and if the Minister does not, within the time prescribed by this section, 
present the report to the House of Commons, the Auditor General shall transmit the 
report to the Speaker for tabling in the House of Commons. 


62. The Auditor General shall, whenever the Governor in Council or the 
Treasury Board directs, inquire into and report on any matter relating to the fin- 
ancial affairs of Canada or to public property and on any person or organization 
that has received financial aid from the Government of Canada or in respect of which 
financial aid from the Government of Canada is sought. 


63. Whenever it appears to the Auditor General that any public money has 
been improperly retained by any person, he shall forthwith report the circumstances 
of such cases to the President of the Treasury Board. 


64, The Auditor General may examine any person on oath on any matter 
pertaining to any account subject to audit by him and for the purposes of any such 
examination the Auditor General may exercise all the powers of a commissioner under 
Part I of the Inquiries Act. 


65. An officer of the public service of Canada nominated by the Treasury 
Board shall examine and certify to the House of Commons in accordance with the 
outcome of his examinations the receipts and disbursements of the office of the 
Auditor General. 
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Appendix ITI 


Ottawa, Ontario, 
K1A ORS. 


April 23, 1974 


Mr, Alfred D. Hales, M.P., 

Chairman of the Standing Committee 
on Public Accounts, 

House of Commons, 

Ottava, Ontario, 

K1A OA6. 


Dear Mr. Hales: 


The purpose of this letter is to advise you of the actions 
reported to Treasury Board by departments on the matters raised in the 
1973 Report of the Auditor General. This is to facilitate the work of 
your Committee in its review of that Report. 


I am pleased to advise that actions have been instigated to 
resolve matters raised in 55 of the paragraphs contained in the Report. 
Appendix I explains the nature of the problems and briefly outlines the 
departmental actions. In this tabulation we have included paragraphs 
where the action instigated by the departments is not necessarily complete, 
but where it should be possible for the Auditor General during fiscal year 
1974/75 to confirm that the problems have been resolved. 


There are 11 paragraphs which are being considered as part of the 
Study of the Accounts of Canada, which as I mentioned at the meeting of the 
Public Accounts Committee last fall, is being conducted jointly by Treasury 
Board with the Departments of Finance and Supply and Services. It is hoped 
as a result of this Study that these matters will be resolved in a satis- 
factory manner and that the government's position can be reported to your 
Committee in the late fall. These matters are listed in Appendix II. 


There are 33 paragraphs (including paragraph 50 which is also 
contained in Appendix I because the problems contained in the paragraph 
are partially remedied), where it will not be possible during 1974/75 to 
determine whether the action which has been initiated has resolved the 
problems or where the action required is not readily discernible, We will 


continue our work with the objective of taking rexedial action where 
necessary. 


The remaining 19 paragraphs. are introductory or general comments 
«here no action appears to be required. 


We have forwarded a copy of this letter with appendices to the 
Auditor General and have requested his confirmation that the matters dealt 
with in his Report have been summarized adequately in the appendices. He 
has so confirmed. 


I trust that this information will be useful to you and your 
Cormittee in reviewing the 1973 Report of the Auditor General. 


Yours sincerely, 
G.F. Osbaldeston. 
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1973 REPORT OF THE AUDITOR GENERAL 
PARAGRAPHS WHERE CORRECTIVE ACTION HAS BEEN INSTIGATED 


CORRECTIVE ACTION TAKEN AND/OR BEING 


PARAGRAPH NUMBER AND PRODLEM TAKEN TO RESOLVE THE PROBLENS 


12 - Understatement of Surplus 


The Auditor General points out that the 
surplus was understated because an 
adjustment of provincial tax credits 
relating to 1972-73 was made in 1973-74 
fiscal year. 


Arrangements have been made to 
have provincial tax credits 
reported on a current basis in 
future. 


14 - Understatement of Expenditure and Revenue 


Post Office expenditure and net postal 
revenue are understated by $2,064,000 
because estirated, rather than actual, 
revenue was offset against expenditures. 


Actual amounts will be trans- 
ferred in future. 


15 - Interest on Public Debt Improperly Charged 


to Departmental Programs 


The portion of interest in excess of 4% 
which was paid by the Crown on balances 
in the Superannuation Account should be 
charged to the statutory appropriation 
for interest on public debt rather than 
as an expenditure of the departments 
administering the Superannuation 
Accounts. 


The Auditor General comments that the 
note to the Statement of Assets and 
Liabilities shows the valuaticn of 
foreign currency assets and liabilities 
at 31 March but it does not show the 
value at which they are incluced in the 


staterents and the over and uncer valua- 


tions. He also notes that the exchange 
rate valuation on the security invest- 
ment account is not correct. 


21 - Loans and Advances Representing Grants 


The Auditor General comments on the 

government's practice of making certain 
loans to Crown Corporations and others, 
where payments of interest and install- 


nents are dependent on further appropria- 


tions of Parliament, and contends that 
this results in overstating surplus or 
understating the deficit in the year 
that the loan is issued and vice versa 
in the year the loan is repaid. 


26 - Advances, Loans and Investments - 


—— I = * 
Domestic = Loans to, ane Investrents in 
Crown Corporations - The St. Lawrence 


Seaway Authority 


The Auditor General is of the opinion 
that it is unlikely that the Authority 
will be able to repay its capital 
indebtedness. 
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Interest charges on public debt 
are all to be shown in the 
Estimates and Public Accounts 
for Finance in future. 


A table will be provided in the 
next Public Accounts describing 
the value at which assets and 
liabilities are shown, together 
with alternative values and the 
differences between valuations. 
The valuation shown for the 
securities investment account 
will be correct in future. 


It is intended that these expendi- 
tures will be treated as budgetary 
items in the future. 


The present financial structure 
of the St. Lawrence Seaway 
Authority is to be revised to 
provide the Authority with a 
realistic financial base related 
to reasonable expectations of 
future revenues. 


PARAGRAPH NUMDER AND PROBLEM 


28 - Advances, Loans and Investments - 


et) 


apt 


S}eh cs 


34 - 


35 - 


Domestic - Miscellaneous = Emergency 
Loans to Fishermen 
The Auditor General believes that the 
loans were in fact contributions and 
should have been charged to expenditure 
rather than recorded as assets. 


Advances, Loans and Investments - Eskimo 
Loan Fund 


The Auditor General points out that 
certain loans are in arrears. 


Advances, Loans and Investments - 
| EG TESST RR I SOS Tet MARR WR ee ey eR ee 5 a BA oT, 
Domestic - Miscellaneous - Indian 
Economic Development Account 


The Auditor General comments on loans 
which are past due. 


Advances, Loans and Investments - 


Domestic —- Misccllanecus - Indian Housing 
Loans - Central Mortgage and Housing 


Corporation 


The Auditor General points out that the 
purpose of the loan account is not clear 
and that payments to CMEC and Farm Credit 
Corporation uncer its guarantee to these 
organizations cannot be considered assets. 


Advances, Loans and Investments - 


Domestic - Miscellaneous —- Assisted 
Movement Loans 


The Auditor General notes that loans 
made under the Manpower Mobility 
Regulations, which were established in 
1965 and revoked in 1968, appear 
uncollectible. 


Advances, Loans and Investments - 
pees ea peter RSS SIE LOU A OE 2 Eee 
Domestic = Miscellaneous = Assisted 
Passage Loans 


The Auditor General notes that loans 
amounting to $2,600,000 are of doubtful 
value. 
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CORRECTIVE ACTION TAKEN AND/OP. BEING 


TAKEN TO RESOLVE THE PRORLEMS 


Recovery of certain of the loans 
is subject to litigation action 
by provinces. If the loans are 
not recovered in the course of 
the current fiscal year, deletion 
action will be taken in the next 
fiscal year. 


A review is being made of all 
past due accounts and deletion 
action will be taken where 
necessary. 


Action has been taken to provide 

a closer screening of applications 
and more frequent follow-up of 
overdue accounts. Also, steps 

are being taken to delete any 
accounts considered irrecoverable. 


Provision has been made in the 
Supplementary Estimates, 1973-74, 
to charge the balance of the 
account to expenditure and to 
revoke the accumulated loan 
appropriation. 


The uncollectible accounts have 
been deleted. 


All steps possible are being 

taken to collect the loans. Loans 
totalling approximately $825,000 
considered to be uncollectible 
have been deleted and the remain- 
ing accounts will be considered 
a deletion if collection efforts 
fail. 


CORRECTIVE ACTION TAKEN AND/OR BEING 


PARAGRAPH NUMBER AND PROBLEM TAKEN TO RESOLVE TIE PROBLEMS 


36 - Advances, Loans and Investments - 
Cee ee ee a a ee 
Domestic - Miscellaneous - Loans to 


CES) EE ae eee 
Settlers in the Bow River Project 


The Auditor General points out that 
consolidation of loans to settlers in 
the Bow River Project and the incorrect 
pro-rating of repayments has resulted 
in: the balance shown in the Public 
Accounts being considerably overstated. 
(The loans are being transferred to the 
Province of Alberta under an agreement 
Gated March 29, 1973.) 


A complete analysis of the loan 
accounts has been undertaken to 
ensure that the account balances 
reflect the actual amount of 
indebtedness, prior to the 
transfer of the loans and other 
assets to the Province of Alberta. 


37 - Advances, Loans and Investments - 


REITER RRR TE Sa “a RR eg Sa aR a RN Er Ser Raat 
Domestic - Misceilaneous - Loans to 
Parolees 


The Auditor General notes that certain 
loans appear to be uncollectible and 
that other loans had not been recorded 
at year-end which resulted in the loan 
limits established by Parliament being 
exceeded. 


The unrecoverable loans are in 
the process of being deleted 
from the accounts and the 
unrecorded loans are being set 
up in the accounts. This will 
result in the total of outstand- 
ing loans being within the 
limits established by Parliament. 


39 - Deficiency in the Government Annuities 


Account 


The Auditor General questions whether 
the Government Annuities Act is adequate 
authority for recording actuarial 
Heficiencies as a vote charge in order 
to maintain the Annuities Account in a 
sound actuarial position. 


Accounts Receivable - Department of 


eS ee ee ee ee ee 
National Revenue - Customs and Excise 


The Auditor General points out that a 
system of accounts receivable control 
accounts has not been extended to 
include duties and taxes on importation, 
customs seizures, investigations and 
miscellaneous causes. 


The Government Annuities Act is. 
presently under review and 
provision will be included in the 
Act to provide authority for 
recording actual deficiencies 

as a vote charge. 


An electronic data cargo control 
and entry processing systemwill be 
developed by fiscal year 1975/76 
which will be compatible with 
recognized accounting control 
practices. 


43. — Accounts Receivable - Department of 
Transport 


The Auditor General notes weaknesses in 
financial controls involving the billing, 
collection and follow-up of accounts 
receivable for international traffic 
accounts of the Canadian Air Trans- 
portation Administration. 


45 - Capital Budgets of Crown Corporations not 


Tabled in Parliament 


the Auditor General notes the failure to 
comply with the Financial Administration 
Act respecting the tabling of the capital 
budgets cf the St. Lawrence Seaway 
Authority, National Harbours Board and 
the Canadian Broadcasting Corporation. 
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As noted in the Auditor General's 
Report billings have been brought 

to a current status as at March 31, 
1973. An overhaul of the system 

is being undertaken which should 
eliminate the weaknesses in account- 
ing control, and result in improved 
collection of these accounts. 


Procedures for tabling capital 
budgets of the National Harbours 
Board and the St. Lawrence Seaway 
Authority have been reviewed to 
ensure that this oversight will 
not occur in the future. The 
issue delaying the tabling of 

the Canadian Broadcasting Cor- 
poration budgets has been resolved, 
and these were tabled February 28, 
1974 together with Orders-in- 
Council approving same. 


PARAGRAPH NUMBER AND PROBLEM 


46 - Unusual Loss on Partnership Operation 


The Auditor General points out that no 
provision has been made in the accounts 
of the corporation for losses incurred 


On a partnership operation of a television 


station by a wholly owned subsidiary. 


49 - Contribution Towards the Promotion of 


Bilingualism in the National Capital Reqion 


The Auditor General questions the pro- 
priety of meking contributions for the 
promotion of bilingualism, as a capital 
project under the National Capital Act. 


50 - Certification of the Accounts and Financial 


Statements of the National Harbours Board 
OE 


(a) - Leases not Finalized 
The Auditor General notes that: 


i) Leases of three operators using 
facilities of Vancouver Harbour have 
not been finalized and one operator is 
withholding money to offset expenditures 
incurred on behalf of the Board. 


ii) Four tenants in Montreal and one 
in St. John occupy Board property with- 
out leases. 


(b) - Failure to Verify Harbour Dues 


The Auditor General points out that the 
Board is not ensuring that the full 
amount of harbour dues are collected. 


(e) - Recovery from Bank in Respect of 
Cheques Cashed on Forged Endorsements 


The Auditor General notes that recovery 
has net been made from the bank that 
accepted forged endorsements nor has the 
bank been relieved of its obligations. 


Inability to Express an Ovinion as to the 


Correctness of the Accounts ena Financial 
Statements of the National Museums 
pai ed ES SS SAS RC AS) 
Corporaticn 

The records and internal control have 


deteriorated to such an extent that the 
Auditor General was unable to express an 


Opinion on the correctness of the accounts 


and the financial statements. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PROBLEMS 


The corporation has made arrange- 
ments for its wholly owned sub- 
sidiary to purchase, during the 
current fiscal year, 1974-75, the 
remaining interests in the tele- 
vision station and has made 
provision in its 1974-75 budget 
to cover the net operating costs 
of the subsidiary. 


The contribution towards the pro- 
motion of bilingualism referred 

to by the Auditor General is 
included in the 1974-75 Estimates 
as an operating expenditure rather 
than as an amount to be paid out 
of the National Capital Fund. 


i) Contracts for the three leases 
are complete and no amounts are 
now withheld by contractors. 


ii) Leases have been finalized 
with the tenant in St. John and 
one tenant in Montreal and steps 
have been taken to finalize the 
other three leases and to ensure 
that ‘such problems do not recur. 


Instructions have been sent to 
the ports to enable the assess- 
ment of harbour dues in accord- 
ance with the articles of the 
by-laws. 


The Receiver General has obtained 
reimbursement from the bank. 


A complete review is being made of 


accounting and administrative control 


practices and procedures, including 
the deficiencies noted by the 
Auditor General. Prompt remedial 
action will be taken to overcome 
deficiencies. 


he) = 


Sia 


58 - 


61 - 


63 - 


64 - 


PARAGRAPH NUMBER AND PROBLEM 


Internship Salaries Improperly Retained hy 


Canadian Forces Medical Officers 
VENA eae eS eee Se SSS. 


The Auditor General reports that Canadian 


Forces medical officers were receiving 
salaries from civilian hospitals where 
they were serving their internship in 
addition to their service pay. 


Shared Costs under Assistance Contracts not 


Verified 


The Auditor General points out that pay- 
ments are mace to contractors on cost 
reimbursable or shared cost contracts 
where adequate supporting documents were 
not available to allow certification of 
the costs by government auditors. 


Unauthorized Subsidizing of Non-Government 
Laboratory 


The Auditor General believes that a 
subsidy paid to a non-government 
laboratory should have been specifically 
provided for by a parliamentary appro- 
priation. 


Improper Charges to Appropriation 
The Auditor General notes that payments 


did not properly come in course of payment 


Guring the 1972-73 fiscal year and as a 


result that the charges to the appropria- 


tions were improper. 


Failure to Charge for Storage of Medical 
Supplies 


The Department of National Defence has 
provided acconmodation and warehousing 
services without charge for storage of 
medical supplies of the Department of 
Health and Welfare. 


Cost Incurred Due to Work being Performed 
eee eee ee ee Se 
without Formal Contract, Vercheres, Quebec 


The Auditor General comments on ex-gratia 
These costs 


payments to sub-contractors. 
relate to a situation where a contractor 
was allowed to commence work on an 
emergency project without providing 
security or entering into a formal 
contract. 


Questionable Payment of Costs of Maintain- 
ng Leased Housing 
The Auditor General believes that repair 


and maintenance costs on leased housing 
units were irregular. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PROBLEMS 


Recovery procedures have been 
instituted against the students 
concerned and administrative 
procedures have been strengthened 
to effectively control this 
situation in the future. 


More extensive and earlier 
examinations will be made of 
contractor's control and account- 
ing methods by officers of Audit 
Services Bureau to ensure adeauate 
documentation and records are kept 
by contractors to substantiate 
their costs. 


Assistance is no longer provided 
to the laboratory. 


The Department of Environment 

have advised its operating branches 
to observe the provisions of the 
Financial Administration Act in 
future. 


National Defence is now recover- 
ing expenditures, related to the 
storage of medical supplies, 
from Health and Welfare. 


The contract was not executed when 
the contractor failed to produce 
the necessary security. This was 
a unique situation, which took 
place some four years ago uncer 
emergency conditions, and it is 
considered that it will not recur. 


A new lease will be negotiated 
later this year which will clarify 
the question of responsibility for 
repair and maintenance tasks and 
avoid similar problems in future. 
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PARAGRAPH NUMBER AND PROBLEM 


Improper Advance Payments for Film 


Production 


The Auditor General believes that advance 
payments from departments to the National 


Film Board prior to production costs being 


incurred by the Board is contrary to the 
intent of the Financial Administration 
Act and contributes to the weakening of 
parliamentary control. 


Lack of Authority to Credit Interest to 
Special Account 
The Auditor General points out that the 
National Second Century Fund was estab- 
lished and interest paid to it, without 
appropriate parliamentary authority. 


Expenditures made Without Proper Authority 
The Auditor General points out that the 
Post Office entered into contracts with 
common carriers without the required 
approval of Treasury Board. 


Defalcation at a Canada Manpower Centre 


The Auditor General notes that weaknesses 
in departmental internal controls enabled 
an employee to forge authorization forms 

and cheque endorsements. 


Embezzlement at Departmental School 


The Auditor General comments on an 
embezzlement at National Defence school. 


Losses) Due to) Inaedenvace Security Deposits 


The Auditor General refers to losses being 


experienced due to the departmental practice 


of accepting Government of Canada or Canada 
guaranteed bonds at par value for purposes 


of security. 


Defence Costs Charged to Environment 
Appropriations 
The Auditor General points out that the 
Department of Environment is providing 
meteorological services to the Depart- 
ment of National Defence on a non- 
recoverable basis. 


Payment by Instalments for Properties 
Transferred between Cenartments 


The Auditor Ceneral considers that the 
full. cost of properties purchased from 
another department should he provided 
for in the year of purchase in the 
Estimates of the department acquiring 
the property. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PROBLEMS 


Action is being taken which will 
charge film production costs as 
nearly as practicable to the 
fiscal year in which production 
takes place. Advances will not 
be accepted in future in amounts 
beyond expected costs in a fiscal 
year. 


Measures to regularize this matter 
have been approved in Final Supple- 
Mentary Estimates, 1973-74. 


Instructions designed to prevent 
a recurrence of this situation 

have been issued to regional and 
field offices of the Post Office. 


The department has tightened 
control procedures. 


The department has introduced 
appropriate procedures to prevent 
a recurrence of such an incident 
in future. 


The contract regulations are being 
revised to require departments to 
obtain the form and amount of 
security commensurate with the 
Tisk. 


The financial responsibility for 
meteorological support services 
to DND will be transferred to the 
Department of National Defence in 
the 1975-76 fiscal year. 


The balance of the purchase price 
has been provided for in the 
Supplementary Estimates, 1973-74 
of the department acquiring the 
property. 
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PARAGRAPH NUMBER AND PROBLEM 


Ex-gratia Payment to a Contractor 


The Auditor General is of the opinion that 
a payment made by the Department of 
Industry, Trade and Commerce was ex-gratia 
rather than contractual and as such should 
have been approved by the Governor-in- 


Council and reported in the Public Accounts. 


Weakness in Reporting Supplementary Income 


for Income Tax Purnoses 


A 


The Auditor General points out that short- 
comings in control procedures resulted in 
taxable income being reported incorrectly 
to the Department of National Revenue by 
recipients of payments under the Canada 
Manpower Training Program and by the 
Department of Supply and Services. 


arent Circumvention of the Provisions of 


the Canadian Forces Sucerannuation Act 


The Auditor General points out that service 


breaks of a former N.C.O. appear designed 
to circumvent the intent of the Act which 
requires the immediate suspension of 
annuity payments upon expiration of a 
continuous period of full-time service in 
the Reserve Force. 


Inadequate Control over Advance Payments 


Made uncer Contract 


The Auditor General refers to weaknesses 
in internal control procedures which make 
it impossible to verify the correctness 
of advance payments made to foreign 
governments by the Department of National 
Defence. 


Delay in Installing Equipment Procured on 
Emergency Basis at a Higher Cost 


The Auditor General comments that two 
airborne scanning systems acquired in an 
emergency situation at higher cost were 
not immediately installed. 


94 - Cost of Little Used Engineering Orders 


The Auditor General reports non- 
productive termination costs arising 
from delays in issuing Engineering 
Orders when a contractor was requested 
to discontinue work because of the 
Gecision to phase out a fleet of 
helicopters. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PROBLEMS 


The department is reviewing its 
procedures to ensure that all 
claims which are ex-gratia in 
nature are submitted to the 
Governor-in-Council for approval. 


A new system has been introduced 
which should prevent a recurrence 
of this problem. 


The department has amended its 
regulations to limit the number 

of days of class B Reserve employ- 
ment and to improve the control 
and monitoring of the Reserve 
Service in this respect. 


The department has taken corrective 
action on the matters reported by 
the Auditor Ceneral, and is now 
developing a procedure to achieve 

a full reconciliation cof the out- 
standing advances on departmental 
records at the end of each fiscal 
year. 


This was a unique situation which 
took place during the emergency 
situation in Quebec in October, 
1970. The department is satisfied 
that the equipment offered from 
the second source referred to by 
the Auditor General did not meet 
the technical requirements of the 
department. 


The delay has been investigated by 
the department and action has been 
taken to strengthen procedures used 
for provicing technical data and 
reviewing draft Engineering Orders, 
to avoid similar delays in future. 
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PARAGRAPH NUMBER AND PROBLEM 


Excessive Cost of Accommodation for Militia 
Unit, Kitchener, Ontario 


The Auditor General points out that because 
of substantially reduced militia strength 
in the Kitchener area, there is an excessive 
cost of retaining leased accommodation. 


Costs Resulting from Delay in Amending 
Agreements 
The Auditor General notes that an agree- 
ment with a utility company was not 


CORRECTIVE ACTION TAKEN ~AND/OR BEEING 
TAKEN TO RESOLVE THE PROBLEMS 


The department has reviewed its 
requirements in the Kitchener 
area and plans to substantially 
increase the strength of the unit 
which will result in a more 
effective and economically sound 
operation in the future. 


The departmental personnel have 
been made aware of this situation 


promptly renegotiated at a lower rate 
when use of a refueling site was discon- 
tinued and that rental was also paid for 


in order to avoid delays in reducing 
power requirements in similar situa- 
tions in future. The base is being 
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a spurline to the site which was not used. 


Additional Cost of Roof Repairs Because of 


a ee 
Unsatisfactory Insulation Material 


The Auditor General comments on costs 
resulting from delay in removing an 
insulation board from use on National 
Defence projects. 


Post Office Retail Activities 


The Auditor General questions whether the 
Post Office Act provides for the sale of 
non-postal items and comments on inadequate 
accounting records. 


Delays in Awarding Firm Price Contracts for 


Highway Services 


The Auditor General comments that delays 
in awarding contracts resulted in services 
being operated under temporary arrange- 
ments at rates higher than those subse- 
quently attained. 


Costs Arising from Take-over of Mail 
pOROAS ABS ASR SEIS ABOU SSS ONS ORS eS 
Transvoortation Services 


The Auditor General comments on the costs 
incurred on terminating contracts when 
the Post Office embarked on a program to 
take over and operate private transpor- 
tation services in major urban centres. 


Post Office (1973) Calendar 


The Auditor General comments on adminis- 
trative and control problems which 
resulted in additional costs for producing 
the calendar. 
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reactivated and the decision to 
pay rental on the spurline has 
resulted in certain economies in 
time and construction costs. 


The decision to withdraw the 
insulation board from use was 
taken in June, 1972. 


Enabling legislation is proposed. 
The department is assessing 
several test accounting systems 
for nion-postal items in use in 
regions with a view to developing 
a national system. 


Instructions, designed to remedy 
the problems referred to by the 

Auditor General have been issued 
to regional and district offices 
of the Post Office. 


This was a unique situation and 
it is considered that it will not 
likely recur. 


Controls have been instituted to 
prevent a recurrence of the 
problems encountered in 1973. No 
problems arose in producing the 
1974 calendar. 
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PARAGRAPH NUMBER AND PROBLEM 


Increased Costs due to Delay in Awarding 
Contract 


The Auditor General comments that failure 
to award a contract when fixst tendered 
resulted in increased costs. 


Cost Due to Construction Delays, St. Vincent 
Ge Paul, Queoec 


The Auditor General notes that costs were 
increased as a result of extensive design 
revisions during the construction of a 
special detention unit at the penitentiary. 


Construction and Financing of an Oil 


SS ae SR ee te nee eee : See 
Refinery Termanol Wher), Ceme-cy—Chance, 
Newfoundland 


The Auditor General is of the opinion that 
a loan vote wording was misleading to 
Parliament as it showed only the estimated 
funds required for the year but did not 
show total estimated cost of the wharf. 


LossmDuer to lackwOr hounalmAgroerenitm a Ome 


Moody 
The Auditor General points out that a loss 
was incurred on a shared cost project for 
dredging a harbour due to the lack of a 
legally enforceable contract. 


Costs not Recovered in Pesvect of Inmates 


of Penitentiarieés who are the Pesnonsi- 

bility of the Province Gz Naw Prunswick 
The Auditor General points out that the 
full costs for the care of inmates ina 
federal penitentiary, who are the respon- 
sibility of the province, are not 
recovered. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PPOBLEMS 


The matter which delayed the 
awarding of the contract has now 
been resolved, and new tenders 
were called and the contract 
awarded to the lowest tenderer. 


The construction took place some 

6 to 8 years ago under unique 
circumstances, and it is considered 
that the problem is not likely to 
recur. 


It is intended to display the total 
estimated cost of major capital 
projects financed through a loan 
vote, where practicable as 
additional details in the Estimates, 
as is the practice with capital 
projects financed by budgetary 
appropriations. 


The department's current policy is 
to enter into formal contracts on 
all cost shared projects. 


Rates will be renegotiated with 
the province of New Brunswick to 
include indirect and direct costs. 
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Appendix Ly 


1973 REPORT OF THE AUDITOR GFNFPAL 
PARAGRAPHS WHICH ARE THE SUBJECT OF THE STUDY OF THE ACCOUNTS OF CANADA 


PARAGRAPH 


Effect on Expenditure of 


Se eS Se 
Crediting Aporopriaticns and 


Special ACCCUNES! WieniCertain 


Revenue 


Statement of Assets and 


Liabilities - rolicy 


Capital Assets Financed by 
Loan Appropriations 


Foreign Exchange Reserve 
Accounts - Exchange Fund 
Account - Deficit 


Advances, Loans and Investments - 
Domestic - Loans to Frovincial 


Governments - Special Program 


Assistance 


Advances, Loans and Investments - 


Domestic - Miscellaneous - 


Saint 


John Harbour Bricge Authority 


Advances, Loans and Investments - 


Se ae 
Indian 


Domestic - Miscellaneous - 


ousing Assistance Account 


Weakening of Parliamentary 


Control 


PROBLEM 


Where net voting is authorized with respect to 
certain appropriations, revenues are recorded 
as a reduction of expenditures which results 
in the total revenues and total expenditures 
shown on the Statement of Expenditure and 
Revenue being understated. 


The Auditor General notes exceptions to the 
policy of including in the Statement of Assets 
and Liabilities only those assets which are 
readily convertible or revenue producing and 
comments on the effect on reported deficits 

or surpluses. 


The Auditor General contends that acquiring 
capital assets through loan votes violates the 
long standing policy of charging capital 
expenditures as an expense at time of 
acquisition and that loans are in effect being 
made to oneself. 


The Auditor General contends that the deficit 
in the Exchange Fund arisino from the fluctua- 
ting value of the Canadian dollar should be 
written off in the Accounts of Canada with 
parliamentary authority. 


The Auditor General contends that a reserve 
should be established to recognize future 
claims from the provinces for forgiveness of 
indebtedness, under federal-provincial employ- 
ment programs. 


The Auditor General criticizes the advancing 
of funds to the Saint John Harbour Bridge 
Authority for the purpose of financing the 
payments of interest and principal of the 
original loans as it gives the loans the 
appearance of being revenue producing assets, 
when they are not. 


The Auditor General is of the opinion that a 
reserve should be established on the grounds 
that the loans are non-interest bearing and 
on the basis of the policy to forgive the 
loans if certain conditions are met. 


The Auditor General comments that a number of 
practices authorized Ly Parliament are contrary 
to Section 20 of the Financial Administration 
Act, which ‘provides that spending authority 
granted by Parliament should lapse at the end 
of the fiscal year in which it was given. 
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PARAGRAPH 


74 - Supplementing Parliamentary 
Appropriations 


75 - Unpaid Accounts Carried Forward 


to New Fiscal Year 


76 - Revenue Retained in Revolving 
Funds 


PROBLEM _ 


The Auditor General comments on the lack of any 
restriction on the amount of revenue that may 
be spent where the vote wording permits revenues 
to be credited to an appropriation. 


The Auditor General notes that 12 appropria- 
tions technically were overspent and points 
out the requirement to maintain proper commit- 
ment records. 


In the opinion of the Auditor General the 
retention of surpluses in revolving funds leads 
to a weakening of parliamentary control because: 


- accumulated surpluses provide a cushion 
against which losses may be offset; 


- eurpluses are not accounted for as revenue 
of Canada in the year in which they are 
realized; and 


- yrevenue retained in the fund serves to 


supplement the arount Parliament has indicated 
the fund may use. 
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Appendix III 


INTERCHANGE CANADA* 


INTERCHANGE CANADA is a special project being undertaken by the Government 
of Canada, involving the temporary assignment of officers between the federal 
Public Service, and the business community, universities, and other levels of 
government. 


INTERCHANGE CANADA is administered by the Public Service Commission of Canada 
and consists of two official programs: 


The Executive Interchange Program 
The Career Assignment Program 


INTERCHANGE CANADA has four objectives. 


First, to help develop more effective communications and understanding between 
different levels of government, business and other sectors in Canada. 


Second, to help established executives broaden their experience through interchange 
into different executive positions. 


Third, to help high potential middle management personnel develop to the executive 
level through special training and selected placement in more senior management 
positions. 


Fourth, to help provide participating organizations with a mutually beneficial inter- 
change of senior and potential senior executives. 


THE EXECUTIVE INTERCHANGE PROGRAM 
INTRODUCTION 


On September 29, 1971, the Hon. C.M. Drury, President of Treasury Board, 
announced the establishment of the Executive Interchange Program as a means of 
developing a better understanding of the problems as well as the areas of interest 
common to industry, business and government. This program, which operates 
within INTERCHANGE CANADA, is designed specifically for senior executives both 
within and outside the federal Public Service. 


* Information extracted from a booklet published under this heading by the Public 
Service Commission of Canada. 
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PROGRAM DESCRIPTION 


The Executive Interchange Program involves the temporary assignment of executives 
between the federal Public Service, the business community, provincial and munici- 
pal governments, universities, foreign governments, and international agencies. 


PROGRAM OBJECTIVES 
The objectives of the Executive Interchange Program are: 


to develop a better understanding of the problems, work methods 
and areas of interest common to executives at all levels of govern- 
ment and in business and industrial organizations; 


to improve executives' awareness of Canadian national, regional, 
and private sector problems and interests; 


to help the federal Public Service officers to gain a better knowledge 
of business management practices and of the problems that business 
and other sectors face in dealing with the Federal Government; 


to help executives from other sectors understand more fully the 
objectives and management practices of the Federal Government; 


to develop a spirit of co-operation and mutual confidence between 
executives inside and outside the federal Public Service. 


DETAILS OF OPERATION 


Assignments for executives into federal government departments and agencies are 
developed jointly by the Public Service Commission of Canada and the Deputy Ministers 
of the departments and agencies concerned. Deputy Ministers have been asked to 
initiate discussions relative to possible exchange and interchange with organizations 
outside the federal Public Service with which they have frequent contact. Similarly, 
senior managers of organizations outside the federal Public Service are encouraged 

to discuss and develop bilateral arrangements through contacts with Deputy Min- 
isters of departments and agencies, or directly with the Public Service Commission 

of Canada, 


The Public Service Commission co-ordinates all interchanges, and arranges the 
terms of each assignment. The length of an assignment is flexible, and may be up 
to two years, with provision for extensions. Normally, assigning organizations 

will pay the salaries of their participants and arrange recovery from the host organ- 
izations. If a difference exists between the salary being paid to a participant and 
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the amount which the host organization is prepared to pay, the difference will be 

met by the assigning organization. Expenses such as removal costs associated with 
assignments will normally be borne by the assigning organization. Other expenses 
incurred while participants are on assignment will be borne by the host organization. 


The success of the Executive Interchange Program depends on flexibility. Once 
agreement in principle is reached, final arrangements can be worked out in detail 
according to circumstances. 

SPECIAL CONSIDERATIONS 

CONFLICT OF INTEREST 

In arranging assignments between private and public sectors, the possibility 

of conflict of interest may arise. The Public Service Commission, in conjuction 
with the employing and assigning organizations, is responsible for ensuring that 
such conflicts are avoided. 


RECIPROCITY 


The nature of the Program is such that reciprocity is encouraged and welcomed, 
although it is not an obligation for any participating organization. 
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Résumé des recettes par ordre d’importance et ministére 
pour l’année financiére terminée le 31 mars 1974 


SS aS TRS aaa a 


Remboursement 
de dépenses Priviléges, Matiéres et 
Section Revenu Produits de Revenu d’années Services Produits licences Piéces de Section 
(Volume II) Ministére ou département fiscal placement postal antérieures et droits de ventes et permis monnaie Divers Total (Volume IT 
a ee ES eS CER ee EES oe oe ee | ae eS a AES LP) nls mae RN ne a tae enter 
$ $ $ $ $ $ $ $ $ $ 
1 Agriculture........... 4 79,263, 680 355,050 9,335,729 3,711,065 261,713 236,173 93,163,410 1 
2 Communications. 3,215,041 45,775 2 550 134 3,261,502 2 
3 Consommation et Corporations. 22,960 3,122,994 6,775,962 664,224 10,586,140 3 
4 Energie, Mines et Ressources. 6,065,544 201 ,205 31,229 80,890 1,154,483 83,175 7,616,526 4 
=] Environnement. 1,115,989 1,348,625 18,269 1,797,085 1,778,287 173,233 6,231,488 5 
6 Affaires extérieures... a 1,536,441 418 , 566 340,589 910 451,662 417,365 3,165,533 6 
rh Pinancesiy-c. 75s ‘ 390,519 794,365,196 742,138 708 , 589 58,113,747 4,658,140 858,978, 329 7 
9 Affaires indiennes et Nord canadien 11,335,456 402,630 426,200 384,810 10,754,890 344,886 23,648,872 9 
10 Industrie et Commerce. : 33,462,601 2,465,419 100,045 85 760,132 36,788,282 10 
11 88,487 97,838 617 269,281 456, 223 11 
12 288 42,245 3,247 3,320,762 44,063 19,898 3,430,503 12 
13 Main-d’ceuvre et Immigration........... 78,489 2,074,649 26,186 1,759,597 3,938,921 13 
14 Défense nationale................c.esceeee-- 981,105 2,335,500 63,512 3,380,117 14 
15 Santé nationale et Bien-étre social.... 679 , 706 255 13,044 3,069,353 3,762,358 15 
16 Revenu national. .. 17,132,828,873 67,614 48 , 296 3,320,076 661,544 96,980 7,275,664 17,144,299 047 16 
17 27,472 1,822 2,350 34,806 66,450 17 
18 91 480,005,199 132,181 48,673 480,186,144 18 
19 Conseil privé....... He 33 ,628 11,198 44,826 19 
20 Travaux publics... ms 1,285,483 2,072,235 386 , 238 316,007 1,394,057 5,454,020 20 
21 Expansion économique régionale 20, 632,183 5,731,354 1,160,703 315,625 2,311,965 1,713,677 31,865,507 21 
22 Sciences et Technologie... 961 2 963 22 
23 Secrétariat d’Etat........... 11,332,785 4,813,474 110,505 36,225 1,295,263 364,404 17,952,656 23 
24 Solliciteur général.................:0:00: 542,032 618,897 58,717 287, 230 138 , 203 232,436 *1,877,515 24 
25 Approvisionnements et Services....... 508,670 208 ,724 26,668 5,925,757 6,347 1,111,212 7,787,378 25 
26 Transports............. oe 95,010,889 790 ,009 546,369 1,053,679 2,278,679 99,679,625 26 
27 Conseil du Trésor.. ee 37,109,033 45,000 2,036 37,156,069 27 
28 Affaires: Urbainesic.cccsecsccscccecceessesscaeet 403 ,457,825 34,439,208 1,876,692 11,666,768 451,440,493 28 
29 Affaires des anciens combattants...... 26,233,641 2,859,713 1,444,381 30,537,735 29 
17,133,219, 392 1,489,205, 560 480,005,199 99,321,388 21,006,896 19,331,821 26,455,533 58,113,747 40,097,096 19,366,756,632 


Les notes explicatives figurant 4 la page 12 font partie intégrante du présent état. 
le Sous-ministre des Finances le Sous-receveur général du Canada 


S. S. REISMAN H. R. BALLS 


Attestation de l’ Auditeur général 
Les comptes relatifs au revenu figurant a l'état ci-dessus ont été vérifiés sous ma direction. Sous réserve des commentaires formulés dans mon 


rapport 4 la Chambre des communes, j’atteste que, 4 mon avis, l'état constitue une récapitulation exacte pour l’année terminée le 31 mars 1974. 


l’ Auditeur général, 
J. J. MACDONELL 


(On trouvera ce résumé aux pages 9.10 et 9.11 du volume I des 
Comptes publics, les sections auxquelles il y est référé 
sont celles du volume II des Comptes publics) 
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